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Foreword 


The roots of the State Bank of India go back to 1806 when its first 
predecessor, the Bank of Calcutta (later redesignated as Bank of Bengal) 
was set up in Calcutta under the authority of the East India Company’s 
Government in [ndia. The Bank, which combined deposit banking with 
the right of note issue, was a unique institution at a time when joint-stock 
banking with limited liability had not emerged in India. The Bank. of 
Bengal was followed by the Bank of Bombay in 1840 and the Bank of 
Madras in 1843. All the three Banks were finally brought under the 
Presidency Banks’ Act of 1876 to eliminate obvious differences in their 
operations and to co-ordinate their activities. 

The next incarnation of the three Presidency Banks came when they 
were merged to form the Imperial Bank of India in 1921, a giant among 
Indian commercial banks with branches all over the country. Finally, the 
Imperial Bank was transformed into the State Bank of India in 1955. With 
this change, the wheel turned a complete circle as the first predecessors of 
the State Bank owed their genesis to Government and were intimately 
connected with it practically throughout their existence. 

The plan to wnite a history of the State Bank of India and its predecessors 
was undertaken because there has been a long-felt need for a history that 
would provide not only a comprehensive picture of the development of 
banking in India but also that of the country’s economic development as a 
whole since the beginning of the nineteenth century. 

The project was initiated by Shri R.K. Talwar, a distinguished former 

Chairman of our Bank. With his rare insight, Shri Talwar realized that the 
key to our future lay in our past, and invited the noted economist, 
Professor Amiya Kumar Bagchi to-undertake the immense task of writing 
an integrated history of banking, commerce, finance and industry in 
India. : 
I, for my part, feel confident that the book will not only be of great 
interest and benefit to specialists and scholars but also to many other 
intelligent lay readers who are generally interested in the story of the role 
of Indian Banking in the economic development of the country. 

An immense wealth of historical material, scattered through a wide 
variety of sources and records, was unearthed while writing this history. I 
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am happy to say that in keeping with the State Bank’s tradition of service, 


it will set up archives of these and future materials for the benefit of 
scholarship and research. 


D.N. GHOSH 


Chairman 
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Explanatory Note 


A weight used in South India, which may be stated reughly at about 500 
Ibs., but it varied much in different parts. In Bombay, for example, it was 
equivalent to 560 Ibs. 


‘The bank used to grant loans against the security of Company’s paper, 
bullion, plate, jewels or goods not of a perishable nature nor liable to 
great alteration in their value up to a limit of 1 lakh sicca Rs. In the last 
named acceptable security we have the beginnings of cash-credit finance. 


This category of loans was introduced by the Bank of Bengal on 5 August 
1858. Under this category, the bank would accept for discount promissory 
notes with one namc only, protected by the collateral security of 
Company's paper for any term within 90 days at one per cent lower 
interest than the rate charged for ordinary loans on Company’s paper. 


An inland bill of exchange in an Indian language. 


Rs 1,00.000—‘Lac’ has been retained when this form of spelling occurs 
in passages quoted. 


Mace or ‘tseen” in Chinese was adopted in the language of European 
traders in China to denominate the tenth part of the Chinese ‘liang’ or 
tacl of silver; the 100th part of the same value being denominated in like 
manner ‘candareen’. The approximate sterling value of a mace was 
7¥a d. 


The rule specifically referred to the minimum ratio of cash to notes and 
loans and other liabilitics of the bank as prescribed by the charter. So 
when the proportion of cash to liabilities so defined fell below the 
prescribed minimum the concerned bank was said to be ‘out of rule’. 


A coin, both in silver and gold, long current in South India. Accounts at 
Madras down to 1818 were kept in pagodas, fanams and kas; 8 kas = | 
fanam, +2 fanams = | -pagoda. In 1818 when the rupee was made the 
standard coin, the pagoda was reckoned as equivalent to 3/2 rupees and 
weighed about 52 grains. 


A. Chinese scale of weight. The scale runs: 16 taels = | catty, 100 
catties = 1 picul = 133% Ibs avoirdupuis. 

These were inland promissory notes issued by a bank drawn in sets of 
three on a distant place and payable on acceptance after a specified 
period of time. They were introduced as a safe and convenient method of 
remittance. 


‘The Arcot rupee was originally struck by the Nawab of Arco in the 
Madras Presidency. By 1740, the Europeans had secured the privilege of 
coining this rupee and it came to be known as English, French and Dutch 
arcots. ‘The English coined them at first at Madras, and after the Battle 
of Plassey also at Dacca and Calcutta. They varied in weight from 171 to 
177 grains (troy) and contained froin 160 to 170 grains of pure silver. The 
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COMPANY'S RUPEE 


RUPEES ANN.AS PIES 
(Rs a p) 


STICCA RUPEE 


SONAUT RUPEE 


TAEL 


TREASURY BILLS 


TREASURY NOTES 


Note on 
Numbering 


coinage was stopped in Bengal about the year |774, though it continued 
to circulate in the districts of Dacca and Chittagong till the end of the 
administration of Cornwallis. 


The Company’s Rupee was introduced in 1835 to bring about uniformity 
of coinage over British India and was based on the old Farrukhabad 
rupee. It weighed 180 grains troy and contained 165 grains of silver. 


Standard currency in India before the introduction of the decimal systein. 
12 pies = | anna, 16 annas = 1 rupee. 


Upto 1835 a variety of rupees had been coined in the East India 
Company’s territories in India. The term ‘sicca’ had been applied to 
newly coined rupees, which were at a premium over those worn, or 
assumed to be worn, by use. In 1793 the Government of Bengal ordered 
that all rupees coined in the future, irrespective of their ages, were to be the 
legal tender in Bengal, Behar and Orissa. ‘This rupec, which is the Sicca 
Rupec thenceforth weighed 192 grains troy and then contained 176.13 
grains of pure silver. The Sicca bore to the Company’s Rupee the pro- 
portion of 16:15 nearly. The Sicca was allowed by Act VII of 1833 to 
survive as an exceptional coin in Bengal, but was abolished as such in 
1836. 


According to the old practice in Bengal, coins deteriorated in valuc, in 

comparison with the rupee of account, when they passed the third year of 

their currency and thesc rupees were terined Sanwat or Sonaut. But in 

all later uses of the term Sonaut appears to be equivalent in value to the 
LY a) 


Farrukhabad rupec, or the ‘Company’s Rupee’ and was principally 
circulated in'the United Provinces. 


Chinese money of account, often called ‘the ounce of silver’, but in 
Chinese called ‘liang’. One tael = 580 troy grains. The China tael used 
to be reckoned as worth 6s. 8d., but the rate really varied with the price of 
silver. 


These bills were drawn by the Government on the Public Treasury to 
raise short-term loans from the public for considerable amounts at very 
moderate rates of interest. These bills were also receivable at the 
Treasuries in payment of the public revenue. Their usefulness was 
further highlighted as a medium of exchange and as long as their credit 
was maintained they performed the functions of a paper currency with 
great advantage to both the public and the government. 


These were presumably short-dated [OU issued by the public Treasury. 


All the tables, statements and annexures have been serialized and the 
first numeral in each serial denotes the chapter in which these occur. 


Part I 
THE EARLY YEARS 
1806—1860 


Chapter I 


Introduction 


1.1 Intellectual and institutional roots 


The State Bank of India traces its lineage directly to the Bank of Bengal, 
which was known as the Bank of Calcutta during the first two and a half 
years of its existence. The Bank of Bengal was conceived at the very end of 
the eighteenth century—when in India British paramountcy was being 
consolidated under the aggressive imperialism of the first Lord Wellesley, 
and when in Britain classical political economy was in its mid-career. The 
two foster-parents of the Bank of Bengal, Adam Smith and the little 
Marquess, left their mark on the new institution and gave it a character of 
its own. 

Classical political economy, both in its early Physiocratic form in France 
and in the canon that was produced by its first high-priest in Britain, viz. 
the Wealth of Nations of Adam Smith, was conceived as a branch of 
statecraft. As such, political economy was no less an innovation of tiumphant 
capitalism than the spinning jenny or the Jacquard loom.' In India, as in 
many other countries, treatises on statecraft were not unknown. There 
was Kautilya’s Arthashastra, which dealt also with the management of the 
royal treasury and with means of raising revenue, or Abul Fazl’s Atn-- 
Akban, which dealt directly with revenue matters. But there had been no 
systematic treatise attempting to discuss the major aspects of economic 
activity in the state as a whole, or attempting to strike the balance of a 
particular state as against the rest of the world. In any case, even Ain-?- 
Akban or Arthashastra was not the subject of further discussion and develop- 
ment by scholars or policymakers in India. 

Classical political economy, with its roots in the Mercantilist period, 
was centrally concerned with striking a balance and finding out how much 
a particular country, say England, benefited from foreign trade in general 
or from particular aspects of foreign trade or from particular features 
attending foreign trade, such as the export of treasure to China and India 
(before the conquest of Bengal).? In Bengal Henry Pattullo and Philip 
Francis were using the Physiocratic system as early as the 1770s to 
advocate the permanent settlement of revenues by the government of the 
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East India Company.’ Various arguments, purportedly buttressed by the 
theories of Adam Smith and David Ricardo, were later to be used by 
British administrators in support of their proposals.‘ 

What distinguished such arguments from those of the English classical 
economists was not only the lack of surefootedness of many of the alleged 
adherents of classical political economy in the field of theory but also the 
difference in objective that inspired the efforts of the British policymakers. 
While Smith and Ricardo’s concern was to advance the economic prosperity 
of Britain, British policymakers were concerned not primarily with the 
prosperity of Bengal or British India but with ensuring the expansion and 
smooth functioning of British rule in India. While as philanthropists they 
might deplore some of the consequences of the policies being pursued by 
the British in India, as administrators they were mainly occupied with the 
task of raising adequate revenues for running the administration and 
fighting the wars unleashed by the East India Company (henceforward 
referred to as the Company) and its agents, and for making a remittance of 
part of the revenue as political tribute to the Company and to England. 

However, these objectives demanded a thorough knowledge of the state 
of finances of the Company’s government, and of the balance of trade 
between Bengal and the rest of the world. Already, in the beginning of the 
1770s, the Company’s trade had been embarrassed by the drain of bullion 
(rom Bengal because of the remittances made by the Company, its servants 
and other European traders, and had made it necessary for the Company 
to request Sir James Steuart to advise it on the steps to be taken to correct 
the situation. Steuart’s scheme was published in 1772 as Principles of Money 
Applied to the Present State of the Coin of Bengal. Apart from this, there were 
numerous schemes for stabilizing and expanding the revenues of Bengal, 
advanced not only by Pattullo and Francis but also. by Alexander Dow, 
Thomas Law, John Shore, Lord Cornwallis and others. Any British 
administrator concerned with such matters would soon come to appreciate 
the intimate relation subsisting between the balances of trade of Bengal 
with China, Europe, and with the rest of the world and the supply of 
bullion or coin in Bengal, and the ability of the government to raise the 
required revenues. In putting forward the scheme for setting up the Bank 
of Bengal Henry St. George Tucker specifically referred to the precedents 
of the Bank of Amsterdam and the Bank of England. However, the 
difference in the constitutions of the Bank of England and the Bank of 
Bengal was also obvious: the former was a purely private body which 
managed the finances of the government, whereas in the latter the govern- 
ment was from the very beginning an important shareholder. 

The significance of this difference will come out in later chapters. But it 
should be clear that since the Bank of Bengal was influenced both by 
classical political economy and the exigencies of the Company’s government 
in India from its inception, it was necessarily a unique institution of its 
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kind. Its character could not be derived in a simple syllogism from the 
doctrines of Adam Smith, nor could it be regarded as just a British 
successor of the Mughal royal treasury. It is not, then, surprising that a 
real history of the Bank of Bengal and its successors, even in the major 
aspects of their development, can be written only on the basis of their 
internal records. We shall see that the controllers of the Bank of Bengal 
were aware of this fact from the beginning. 


1.2 Perspective 


On 2 February 1837 George Udny, the secretary and treasurer of the 
Bank of Bengal, stated at the weekly meeting of the bank directors that the 
bank possessed ‘scarcely a work bearing on its own history or on banking 
subjects’. The directors then ordered the secretary to purchase such 
materials as might appear desirable, ‘using a sound and economical 
discretion’. This appears to be the first reference to the necessity of keeping 
a record of the history of the bank. It is perhaps no accident that this 
happened three years after Charles Northcote Cooke had joined the bank. 
Cooke was one of the first persons to publish a book in India on the 
‘American system of bookkeeping® and the author of the first book on the 
history of modern banking in India. The history of modern banking in 
India and the history of the predecessors of the State Bank of India were 
inextricably mingled up from the very beginning, in fact and in the 
conception of persons who concerned themselves with such subjects. 

Every great institution is generally treated as unique by its historians. 
That heightens the claim for its history to receive the attention of the 
serious reader. We have already suggested why the Bank of Bengal ought 
to be regarded as a unique institution as regards its conception. Further- 
more, this bank, and its younger sisters, the Banks of Bombay and 
Madras, remained at the apex of modern banking in India for decades 
after their birth. Neither the Banks of Bengal, Bombay and Madras, nor 
the Imperial Bank of India into which the first three were amalgamated in 
1921, could be considered marginal entities from the point of view of the 
regional economies of the Presidencies of Bengal, Bombay and Madras or 
from the point of view of the Indian economy as a whole. Their importance 
in the context of the regional or national economies imposes a special 
responsibility on the historian, and makes it obligatory te attempt to find 
out the extent and nature of their influence on the economic and social 
matrix. 

These institutions were not imposed from outside in an arbitrary attempt 
to modernize India’s economy. They were called forth either by the 
compulsions of imperial finance or by the felt needs of local European 
commerce. Their evolution was shaped, as we have indicated already, by 
ideas culled from similar developments in Europe and England, and were 
influenced by changes going on.in the structure of the trade and trading 
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classes in their respective locales, and also by changes in the relations of 
the Indian economy vis-a-vis the economy of Europe and the global 
framework of economic activities. 

Ideally, a history of the Banks of Bengal, Bombay and Madras should 
delineate (a) the economic evolution of India and her component regions 
as they determined the nature of business to be transacted by these banks, 
(6) the structure and development of the mercantile community which 
supported and benefited from the existence of these joint-stock banks, (c) 
the impact these institutions had on the structure of the economy (economies) 
involved and on the structure of the trading classes; and (d) the relative 
impact of European ideas and indigenous growths in giving the particular 
shape to the organisation and functioning of the banks. All this would have 
to be embedded in a clear narration of the performance of the banks in 
respect of protits, costs, interest charged, and so on. 

This ideal is unattainable by a single author or even a team guided by an 
author in their first effort. The difficulty of compressing such a wealth of 
material in a single volume is compounded by the fact that although there 
is a considerable body of secondary work on Indian economic history, 
there arc many areas where there are yawning gaps. We have tried to fill in 
these gaps through a rapid survey, but they really deserve separate 
monographs on their own. 

[Institutions are shaped by exigencies as well as jdeas. The Banks of 
Bengal, Bombay and Madras were primarily Anglo-Indian creations, that 
is, they were brought into existence mainly chrough the initiative of British 
officials and businessmen living in India. The latter in their turn derived 
their ideas both from their experience in India and from the general 
intellectual ferment in Britain about banks and other economic institutions 
and about their relation with the government. In this book we have chosen 
to stress mainly those influences for which direct or indirect evidence 1s 
available in the records or in the correspondence and writings of the main 
actors, rather than speculate about possible influences emanating from 
England or Scotland. Further research may, of course, reveal a network of 
ideas which the documents available to us failed to illuminate. But that ts 
something which we will have to leave to future scholars. 


1.3 Sources 


It is necessary to say something about the materials used in this book. 
The historian of the Presidency Banks is lucky in the fact that the directors 
of these banks—particularly those of the Bank of Bengal—had a sense of 
history and precedents almost from the very beginning. We often find 
directors or secretaries referring to resolutions or minutes of directors 
written several years back. Two of the officers of the Bank of Bengal, C.N. 
Cooke and G.P. Symes Scutt, wrote extremely useful histories of their own 
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bank: Cooke was the first proper historian of modern banking in India and 
wrote a full account of the banks which had been founded before 1863. 

One by-product of this awareness of the value of a knowledge of history 
is the fund of archival material preserved in many of the offices of the State 
Bank. The minute books of the Banks of Bengal and Madras are available 
from the time their boards of directors held their first meetings. ‘The Bank 
of Bengal was preceded by the Bank of Calcutta, which was entirely a 
government institution. [he minutes of the meetings of the directors of 
Bank of Calcutta are available from 1806 onwards and are succeeded by 
the minutes of the board meetings of the Bank of Bengal which began 
operating under that name from 2 January 1809. The minutes of the board 
meetings of the Bank of Madras are available from 1843. The Bank of 
Bombay was born in 1840 and collapsed in 1867, The New Bank of 
Bombay began functioning in 1868 and was rechristened as the Bank of 
Bombay when it was brought under the purview of the Presidency Banks’ 
Act. Unfortunately, despite our best efforts the records of the old Bank of 
Bombay have not been recovered. For the story of the old Bank of Bombay 
we have, therefore, relied on the Bombay (Maharashtra State) Archives, 
the Report of the Bombay Bank Commission and evidence submitted before it, 
and contemporary newspaper accounts. We have an unbroken series of 
minute books containing the proceedings at the board mectings of the New 
Bank of Bombay from 1868 onwards. 

From 1861, as the Banks of Bengal, Bombay and Madras embarked on 
the opening of branches, we have records of branch activities. To our 
regret, detailed records are not available for all the branches. Some old 
branch records were found after intensive searches at the branches of the 
State Bank of India. But again, none of the branch records of the old Bank 
of Bombay could be recovered. We have also been more lucky with the 
branch records of the Bank of Madras than with those of the Bank of 
Bengal. But where these records are available they yiéld information of a 
type and quality which is almost unique for the periods and places 
concerned. 

Thus, apart from the fact that the Bengal Presidency formed by far the 
most important province of British India in terms of population, trade and 
revenue for most of the nineteenth century, for purely chronological and 
archival reasons too the story of the Bank of Bengal domirfates the history 
of the State Bank of India during the period 1806-76. For almost halfof the 
period, viz. 1806-39, the history of the State Bank is coincident with the 
history of the Bank of Bengal. As we shall sce later, by virtue of the fact that 
the Bank of Bengal continued to be the biggest of the three Presidency 
Banks (except for a few years in the 1860s) and was located in the seat of 
power of British India, this bank also set the tone of the relations of the 
government with the Presidency Banks as a group. 
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By and large, the further back we go into the minute books the more 
detailed is the information they provide. For example, we have detailed 
lists of applications for loans and loans granted for the Bank of Bengal (and 
its predecessor, the Bank of Calcutta) from 1806 to 1832. Similar infor- 
mation is not available for the other two banks. The minute books, 
particularly of the Bank of Bengal before 1860, also reproduce in detail 
many of the debates on policy matters or day-to-day decisions among the 
directors. In some cases, as for example the relations between the Union 
Bank and the Bank of Bengal, there is a good deal of information about the 
views and attitudes of the customers of the bank. 

Besides the minute books, we have also relied extensively on the records 
of proceedings of the Government of India relating to banking and finance, 
held in the National Archives of India. In such matters also the Bank of 
Bengal! acted as the leader of the three banks for a long while, and 
agreements of the government with that bank served as precedents for the 
other two banks. (There were of course, exceptions, such as the agency of 
the Bank of Bengal opened in Bomhay after the collapse of the old Bank of 
Bombay, when the interests of the Bank of Bengal were opposed to those of 
the Bank of Bombay. On this affair, we have consulted the correspondence 
with the government as well as the records of the two banks.) The 
available records relating to the branches of banks have formed the 
backbone of our account of branch business outside the presidency towns. 
But we have also sought to illuminate the business environment of the 
presidency towns themselves—particularly those of Bombay and Calcutta. 
For this we have relied on the work of other people as well as some primary 
records such as the Jamsetjee Jejeebhoy papers deposited in the Bombay 
University Library. The records of the Bombay Chamber of Commerce 
and business histories in the Gujarati language have also been helpful in 
this respect. Analyses of records in the High Courts of Calcutta, Bombay 
and Madras have also been useful. The records held at the India Office 
Library and Records and at the Tamil Nadu State Archives have also been 
extensively used. Besides these, the volumes of the British Parliamentary 
Papers have been consulted whenever necessary. A full bibliography of 
sources consulted will be found at the end of the volume. 

Among the published books consulted, three merit separate mention. 
These are three semi-official histories of the Bank of Bengal and the 
Presidency Banks, viz. C.N. Cooke: The Rise, Progress and Present Condition of 
Banking in India (Calcutta, 1863); J.B. Brunyate: An Account of the Presidency 
Banks (Calcutta, 1900); and G.P. Symes Scutt: The History of the Bank of 
Bengal (Calcutta, 1904). Cooke and Symes Scutt were high-ranking officials 
of the Bank of Bengal and had access to its minute books. Brunyate was a 
member of the Indian Civil Service and a top official of the Finance 
Department of the Government of India; he was privy to the negotiations 
of the three Presidency Banks with the Government of India over their 
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agreements with the latter which had to be renewed and altered from time 
to time, and may have had access to their unpublished records also. We 
have copiously drawn from all these books, especially when the surviving 
records of the bank are deficient in some particular respect. We have 
sometimes found the facts or dates mentioned in these books slightly at 
variance with the other records available, and in those cases we have cited 
the facts or dates which are betier authenticated. But we have not always 
pointed this out. A reader who finds a difference between the story told 
here with the accounts of these three authorities should bear this in mind. 

Apart from diflerences stemming from inadvertent mistakes, our 
approach, of course, differs from that of Cooke, Brunyate and Symes Scutt 
In an important way. They told the story from the point of view of British 
officials ruling India or managing one of British India’s most characteristic 
Anglo-Indian institutions: we have looked at it from an Indian point of 
view. We have also tried to set the story against a wider socio-economic 
background than was attempted by these three authors. How far we have 
succeeded in this more ambitious project is for others to judge. 

Whenever any but the most public facts are stated without citing any 
authorities, it should be assumed that they have been taken from the 
internal records of the three banks concerned. 


1.4 Arrangement of chapters 


[tis necessary to say something about the way the chapters of the book 
have been arranged. As far as the business side ofa single unit is concerned 
‘a chronological order has, on the whole, been pursued. However, the full 
story of the working of a bank involves much more than tracing the history 
of its profit and loss accounts. Hence, separate chapters dealing with 
different aspects of the working ofa unit have been interspersed between 
the chronological accounts. However, these separate chapters do not 
generally have the same beginnings and ends, and the'r terminal points do 
not coincide with the terminal points of the business chapters. For example, 
the story of how the internal organisation of the Bank of Bengal devcloped 
does not have the same pattern of evolution as the story of changes in the 
charter of the bank. Or, the question of why foreign exchange business did 
not become a part of the general business of the Presidency Banks requires 
a much more detailed analysis for the period after the 1840s than for the 
period preceding it. So the chronological account has had to be interrupted 
to provide an explanation for certain special developments or their absence. 
By and large, the first volume has been ‘prepared so that most of the 
developments up to 1860 are covered in the first twenty chapters while 
developments after 1860 are covered in the remaining chapters of the 
volume. 
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NOTES 


. For a recent demonstration of Adam Smith’s commitment to political economy, as ‘a 


branch of the science ofa statesman or a legislator’ see D. Winch: Adam Smith's Politics: 
an essay in historiographic revision (Cambridge, Cambridge University Press,1954),; and 
idem: ‘Science and the legislator: Adam Smith and after’, Economic Journal, September 
1983. 


. Only a few examples will suffice: Thomas Mun: England's Treasure by Forraign Trade 


(1664); Charles Davenant: Discourses on the Pudlic Revenues, and on the Trade of England 
(1698); John Pollexfen: England and East India Inconsistent in their Manufactures, (1697); 


Josiah Child: Discourse about Trade (1693). Many of these writers were either directly 


involved in trade with the East or were open advocates or opponents of the East India 
Company. For a discussion of the social position of such men and their contribution to 
the development of political economy see J.A. Schumpeter: History of Economic Analysis 
(New York, Oxford University Press, 1954), part II, chapters 3 (“The consultant 
administrators and pamphleters’), 6 and 7. 


. R. Guha: A Rule of Property for Bengal: an essay on the idea of the Permanent Settlement (second 


edition, New Delhi, Orient Longman, 1942). 


. For a concise history of such claims of doctrina] authority and policy-making in major 


fields see E. Stokes: English Utilitarians and India (Oxford, Clarendon Press, 1959). 

C:.N. Cooke: The American System of Book Keeping Adapted to the Commerce of India Comprising 
All the Modern Improvements in the Practice of the Art and Exemplified in One Set of Books Kept by 
Double Entry Embracing Five Different Methods of Keeping a Journal Designed for the Use of 
Schools to Which 1s Added Some of the Latest Acts of the Legislative Council and a Short Treatise on 
Banking in India, Calcutta, Printed by William Rushton and Co., 1840. 

We have referred to the three books later on in an abbreviated form, viz. Cooke: Banking 
in India; Brunyate: Presidency Banks, and Symes Scutt: Bank of Bengal. (All the three books 
were reprinted by the State Bank of India, Bombay, 1959). The same system of full 
citation at the time a work is referred to for the first time and reference by an abbreviated 
title later on 1s followed in this book throughout. 


Chapter 2 


The political and social setting 
1806-1848 


2.1 British Power in India in 1806 


The Bank of Calcutta began operating in 1806, the Bank of Bengal in 1809, 
the Bank of Bombay in 1840 and the Bank of Madras in 1843. Although 
the charters of the Banks of Bengal, Bombay and Madras were very 
similar, the variegated nature of the vast landmass of India and the 
difference of thirty years odd between the dates of birth of the Bank of 
Bengal on the one hand and the Banks of Bombay and Madras on the 
other stamped the threc institutions with their own characters. 

All these banks were founded at the initiative of the British in the three 
presidencies, as they were called, into which the East India Company had 
divided their sphere of operations in India. What one might ask, was the 
position of the Bntish Government and the state of the commercial 
operations of the East India Company and the activities of European and 
Indian businessmen in the three presidencies when the banks were founded? 
‘The answer to this question alone would till a substantial volume and still 
not satisfy every reader’s curiosity. Yet, we must attempt to provide at 
least a brief answer to this question in order to understand the reasons for 
the establishment and the modus operandi of these predecessors of the State 
Bank of India. 

It is probably more than a mere coincidence that the original scheme for 
the Bank of Bengal was drawn up in 1801, just two years after the British 
had vanquished their most determined opponent in India, Tipu Sultan of 
Mysore, in the battle of Seringapatam. This was the, time when Lord 
Mornington (later Marquess ot Wellesley) was Governor-General of Fort 
Wiliam in Bengal. By the time he left India in 1805 the British were 
masters of Bengal, Bihar and Orissa, practically the whole of what came to 
be known as the Madras Presidency, most of the coastal districts of the 
Bombay Presidency, and the major part of modern Uttar Pradesh. The 
Nizam of Hyderabad and the Nawab of Oudh (Awadh) had been converted 
into dependent allies of the British. The Mughal emperor in Delhi had 
become a virtual pensioner of the British although the fiction of his 
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sovereignty was maintained. The great Maratha Confederacy was in 
ruins, the Gaikwad, the Peshwa, the Scindia and the Bhonsla Raja of 
Nagpur were now subsidiary allies of the British. In Central India only the 
Holkar was yet to be subdued. Ranjit Singh of Punjab, the Amirs of Sind in 
the northwest, and Assam in the northeast were still outside direct British 
control. Lord Wellesley had relentlessly pursued the policy of forcing 
subsidiary alliances on Indian rulers and aggressively annexing the territory 
of recalcitrant foes, thereby further taxing the overburdened resources of 
the Company’s government in India. In fact, this was one of the main 
reasons for his recall by the Court of Directors. It was after his recall, when 
Sir George Barlow was trying to restore the shattered finances of the 
Company, that the Bank of Calcutta, the provisional incarnation of the 
Bank of Bengal, appeared on the scene. ' 


2.2 The Company's commercial and administrative structure around 1806 


Nominally, the ruling British authority in India was the East India 
Company. It had been granted a monopoly of trade between Europe and 
Asia by the British Government, a monopoly that was renewed in successive 
charters. As long as the Company remained primarily a trading organization 
and did not acquire territorial possessions of any significant extent it was 
left to operate freely, subject only to the fulfilment of the conditions of the 
charter. The organization of the East India Company in India was created 
primarily to facilitate efficient trade, subject to ultimate control by a Court 
of Directors of the Company located in London. By the beginning of the 
eighteenth century the Company’s administration in India was divided 
into the three presidencies of Fort William (Bengal), Fort St. George 
(Madras), and Bombay, each with its Governor (or President) and a 
Council, and each corresponding directly with London. This situation 
continued for a number of years after the conquest of Bengal, which saw 
the real foundation of British power in India. It was only from the year 
1773, when the so-called Regulating Act was passed by the British Parlia- 
ment, that the dual process of subordination of the presidencies of Madras 
and Bombay to that of Bengal and of the Company’s government in 
India to the British Parliament began in earnest. The charter of the 
Company was renewed in 1793 for twenty years, and it was this charter 
that regulated the Company’s operations in 1806. By 1793 the formal 
unification of the Company’s administration under the control of the 
Supreme Government in Bengal, and the control of the latter by the 
British Parliament, had been completed. Lord Cornwallis initiated a 
series of reforms in the system of administration which led to a separation 
between the administrative, the judicia] (including the collection of 
revenue) and the commercial functions of the Company’s servants. The 
judicial and revenue functions were mixed in different proportions in the 
same person (Collector) in different periods, while the power to administer 
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civil and criminal justice oscillated between the judges and Collectors in 
the Company’s service. However, the salaries of these functionaries were 
fixed at a high level and commercial concerns were entrusted toa set of salt 
agents, opium agents, Commercial Residents, and so on, whose earnings 
included a large element of commission income. The functions of Commercial 
Residents became more or less redundant in most areas when the export 
trade in Indian handloom cloth became practically extinct.’ 

Tensions between the administrative authorities of the three presidencies 
continued under the surface and erupted from time to time into serious 
altercations. These tensions were reinforced by the growing struggle 
between the interests of private European trade and the Company’s 
monopoly—a struggle that ultimately ended in the abolition of the 
Company’s privilege of monopoly trade, first between Europe and India 
(in 1813) and then between Europe and China (in 1833). However, this 
struggle was not one between principles of free trade and monopoly in the 
abstract nor was its outcome decided only by the formal charters of the 
Company granted in 1813 and 1833. We turn now to an explication of the 
real interests involved in the struggle between the Company and the 
challengers of its monopoly privileges and the real nature of the relations 
between the Company and the private European merchants during the 
period when the Gompany enjoyed a formal monopoly.’ 

The Company’s legal monopoly of trade was challenged by other 
Europeans against whom the Company could not invoke any legal writ 
until it became the territorial sovereign in India. It was also infringed 
by its own servants, very often with the connivance of the directors of the 
Company. It was challenged by British interlopers whom the Company 
could not or would not effectively control, and finally by the few ‘free 
merchants’ to whom the Company issued licences for trade in India. 
Paradoxically enough, the conflicts between the Company and the various 
British challengers of its commercial privileges increased as the Company 
extended its political hegemony over most of India. Under the Governor- 
Generalship of Lord Cornwallis most of the officials of the Company, 
except the Commercial Residents, lost their ght to trade on private 
account, eliminating overt conflicts between the interests of the Company 
and the private trading interests of its servants. But this step did nothing to 
minimize the growing conflict between the interests of private traders— 
whether.they were licensed free traders or interlopers—and the commercial 
interests of the East India Company. Powerful houses of agency had 
grown up on capital amassed by the free traders and entrusted to these 
houses by the Company’s servants for accumulation through the channels 
of ‘country trade’, that is, trade between regions east of Suez, and for 
eventual remittance home.‘ The business of remitting fortunes home 
could be hazardous not only because of unforeseen fluctuations in rates of 
exchange or prices of commodities which acted as vehicles of remittance 
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but also because open remittance of too conspicuous a fortune by a 
Company servant could invite the unwelcome attention of the authorities. 

As the Company acquired an empire in India the opportunities for 
amassing fortunes by its servants multiplied, and so did the need for 
channels of investment and remittance of such fortunes. The Company 
allowed some channels tor remittance of profits home but the rates of 
exchange offered were generally lower than those available from other 
European companies or through other clandestine routes. Also, the risk of 
discovery of too flagrant a success in the business af the ‘shaking of the 
pagoda tree’ was, of course, much greater when official channels of remittance 
were used. Naturally, the houses of agency prospered. The sympathies of 
many (if not most) of the Company’s servants lay with the private traders 
running these agency houses and otherwise engaged in clandestine trade. 
The battle was conducted in the language of monopoly versus free trade,°* 
but the real objective of the ‘free traders’ was to organize a more profitable 
European trade under the political patronage of the Company. 


2.3 Features of external trade 


Bengal, whose Governor came to be recognized as the Governor-General 
in India by the Regulating Act of 1773, was the centrepiece of both the 
tributary and the commercial empire of the Company in 1806. Her land 
revenue financed the major part of the Company’s ‘investments’, since the 
latter’s earnings from imports {ell far short of the money needed to pay for 
its exports. Bengal’s revenue was also used to subsidize the presidencies of 
Madras and Bombay whose governments ran chronic deficits. In Bombay 
the subventions paid by the Supreme Government in Bengal formed the 
major means of financing the local Company trade, and a whole network 
of Indian and European banking subsisted on the business of transferring 
money from Bengal to Bombay for purposes of administration, trade and 
war.° For, of course, it was again the C ‘ompany’s government in Bengal 
which furnished the sinews for British expansion in southern and western 
India. And finally, in the early years of the nineteenth century as for 
practically the century as a whole (except the ten to fifteen years which 
centred on the cotton boom in Bombay unleashed by the American Civil 
War), Bengal provided the biggest base of exports from India.’ 

Trade figures as such can only indicate the outer limits of the potential 
for employing bank finance. There were private merchants and agency 
houses engaged in the financing of the trade, and they could be expected to 
offer competition to a new joint-stock bank. Similarly, the division of the 
trade between private and Company’s accounts can be but an imperfect 
index of the relative strengths of the different interest groups involved. 
Political factors in England could be a far more important determinant of 
the ultimate dutcome of a struggle, while much of the Company’s trade 
(such as export of indigo from Bengal) depended crucially on private 
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enterprise. Besides, in the early years of the nineteenth century there could 
be abrupt fluctuations in the composition of the trade, because of the 
vicissitudes of the war between England and France, and their allies. 
Subject to all those caveats, the figures on the trade of Bengal, Bombay 
and Madras reproduced from W. Milburn’s Oriental Commerce’ can provide 
us with an idea of the orders of magnitude involved. 

The export-import figures contained in Tables 2.1-2.3 are defective, 
since the valuation by the customs authorities was generally out of line 
with the market prices of goods imported and exported. Nevertheless, 
assuming that the defects were not such as to completely alter the relative 
magnitudes of the broad headings and the relative values of trade as 
between diflerent ports, several features of interest stand out. It would 
appear that Bengal had the largest value of exports among the three 
ports, while Bombay and Surat together outranked Madras in respect of 
most branches of external trade. But it should be remembered that in 1806 
Bombay and Surat still acted much more as an entrepot than Madras and 
Calcutta. Goods were brought there on their way to other parts of India 
and to the Middle East. As time passed and British power over the former 
Maratha territories grew, Bombay also acted more and more as the 
point of shipment of opium and cotton, gradually eclipsing the ports under 
Portuguese control. Portuguese enclaves in India and Macao in China 
had served as convenient bases for all kinds of merchants who wanted to 
evade the control of the English East India Company and the Chinese 
authorities.” But this advantage gradually lost its value as the Company 
lost 1ts monopoly power and at the same time acquired political control 
over the whole hinterland of ports on the western coast of India. 

These trade tables also show that both Bengal and Madras had a large 
surplus on merchandise account, particularly when it came to trade with 
Europe and America. Bombay was radically different from Bengal in one 
crucial respect: the overwhelming proportion of Bombay’s trade was with 
other parts of Asia whereas more than half of Bengal’s merchandise trade 
was with Europe and America. Madras stood in between Bengal and 
Bombay. Since it is well known that ‘country trade’, that is, intra-Asian 
trade, was greatly dependent on the enterprise of private European 
merchants, we would expect the strength of local influences promoting or 
hindering the power of ‘free traders’ as against the Company to reflect this 
difference in the character of the trade in the three different presidencies. 
But, as we warned earlier, any such relative differences could be, and 
were, often swamped by the relative powers of the ‘free trade’ and Company 
lobbies in England. ; 
2.4 Struggle over the Company's monopoly 


The Regulating Act of 1773 was provoked by the application of the 
Company to the British Parliament for a loan to tide over its financial 
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difliculties. This was the first public recognition that while the Company 
might thrive as a territorial power, it might be in difficulties as a commercial 
body. The subsequent years did not lead to any great amelioration of the 
purely commercial position of the Company or its public finances. At the 
same time, under the umbrella of the Company’s patronage, private 
merchants from Britain and, to a lesser extent, from other parts of Europe 
thrived at the expense of the Company and the public exchequer in its 
custody. The Company, in its turn, came more and more to depend on the 
collaboration of private merchants in the intra-Asian or ‘country trade’. 
While private traders and Company servants depended on the Company’s 
cnormous remittance operations to get their fortunes home, the Company 
in its turn became critically dependent on the activities of the private 
merchants in China to finance its imports from that country. Tea became 
a commodity of mass consumption in Britain, but the Chinese refused to 
buy European goods in any large quantity. The Company could only send 
bullion extracted from Bengal, or cotton, opium and other Indian. com- 
modities to finance its purchases of tea and other Chinese goods. 

In most branches of the intra-Asian trade private merchants did much 
better than the Company, particularly since many of its servants were 
against it either because of private financial motives or because of their 
conviction that a legalized monopoly was unviable in a growing commerce. 
However, though the Company was already unviable as a commercial 
body by the end of the eighteenth century, there was as yet little prospect 
of its commercial doppelganger being decently exorcised. ‘There were powerful 
interests ranged in favour of the retention of the Gompany's commercial 
privileges. The proprietors of the Company’s stock wanted their pound of 
flesh before they gave up these privileges. When the Company’s monopoly 
of trade was abolished the payment of dividend on their stock was 
guaranteed—at the expense, of course, of the struggling Indian peasants 
from whom the bulk of the revenues of the British Indian government was 
realized. 

There were other pressure groups which wanted a share of the monopoly 
profits and tributes realized by the Company. Of these, the most powerful 
was the one which has been dubbed the (Old) Shipping Interest.'° This 
was a conglomerate of several interest groups. First, there were the ship- 
building companies in Britain engaged in making ‘Indiamen’ plying to the 
East. Then came the shipowners who might own one-sixteenth or three- 
thirtysecondth of a particular ship but often owned several ‘Indiamen’ 
individually. ‘Then there were the ‘husbands’ or managers of ships who 
hired them out to the Company at high rates; and finally, there were the 
ships’ captains, surgeons, mates and other important oflicers who were 
entitled to specified spaces (measured in volume or in terms of tonnage 
carried) on their ships, supposedly for their own goods. But this ‘privilege 
tonnage’ was often sold to private traders. This conglomerate of interests 
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was opposed to the abolition of the Company’s monopoly, or to the 
employment of ships built in India or any other country outside Britain. 
Either step would infringe upon their monopoly of British shipping between 
Asia and Europe and lead to a reduction in their profits. However, during 
the wars between Britain and France which raged intermittently from 
1792 shipping was often extremely scarce. For the sake of sheer financial 
solvency the Company’s government was compelled, from time to time, to 
sanction the use of ships built by British agency houses in India for the 
transport of goods to Europe, and to allow private traders to ship more 
goods than had been provided for in the charter of 1793. On the other 
hand, because of the lack of enough ships the privilege tonnage of 3,000 
tons reserved for private trade in the charter of 1793 often went under- 
utilized. On balance, however, the figures of trade between Bengal and 
europe in the period 1802-06, given in Table 2.1, overstate rather than 
understate the significance of private trade; in peacctime conditions the 
Company’s trade would have been larger and the private trade smaller. 
Before we turn to the complex of factors determining the short-term 
fluctuations in the fortunes of private trade and the Gompany’s interests in 
the years |793—1813, it is important to note that during these years the 
most important growing (,lallenge to the Company's monopoly was yet to 
be registered in the trade figures in any important way. This was the 
ongoing revolution in cotton textile technology in Britain and the growing 
power of Manchester industrialists. The sale of Indian handloom cloth— 
the most important staple of the Company’s export trade—had already 
been practically forbidden in Britain, in order to protect the older wool 
and the newly emerging cotton manufactures of that country. Moreover, 
external and internal customs duties were arranged in such a way in India 
that imported British cloth came to enjoy a tariff advantage over cloth 
produced in India. But the destruction of the external and internal markets 
for Indian handloom cloth was as yet not more than a threat looming on 
the horizon.'' This threat would materialize soon after 1810, eat away the 
substance of the Company's monopoly and unleash a devastating process 
of deindustrialization in India. We shall refer to this force again when 
looking at the fortunes of the Bank of Bengal in the period up to 1833. 
Until 1813 the struggle between private traders (backed by the new 
manufacturing interest in Britain) and the Old Shipping interest over the 
spoils of the trade and empire of the East India Company in India was 
complicated by several other sets of factors influencing the Indian policy of 
the Company and the British Parliament. The first was the rivalry for 
empire-building and trade with other European powers, particularly the 
French, the Dutch and the Danes. The second was the creation by the 
Company of institutions more appropriate to its status as an alien 
territorial sovereign in India. The third set comprised the wars the 
Company waged against the ‘country powers’ in India and the conquests 
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it made. Because of the first and the third sets of factors the struggle 
between British private trade and Company interests was often submerged 
and the Company could reassert its privileges as a monopoly trader. As we 
shall see, the increasing importance of China in the trading and remittance 
operations of the Company, its servants and the private traders added to 
the strength of the latter, who found in the presidency of Bombay an 
almost pertect tool for advancing their interests.'? But Bombay’s trade was 
only a part of a whole complex of operations. Until private traders were in 
# position to take over completely a strong element of symbiosis underlay 
the struggle between ‘free trade’ interests and the Company’s interests. If 
the Company needed private traders in China for remitting its profits and 
dues to England, Company servants and private traders depended on the 
massive tributary transfers of the Company to get some of their newly- 
acquired wealth to England.'? 

In section 2.2 we have referred to some of the administrative changes 
that occurred as the Company extended its territorial power in India. The 
Regulating Act of 1773 did not entirely resolve the problem of locus of 
ultimate authority over the Company’s administration in India. In 1784 
the British Parliament passed the India Act (known as Pitt’s India Act, 
because William Pitt the Younger was Prime Minister of Britain at the 
time). Under this Act a Board of Control was set up to oversee the East 
India Company’s administration in India. This did not end the jobbery 
and corrg§ption in the government of the Company for the British Parliament 
itsclf was shot through with jobbery, nepotism and corruption.'* But it 
introduced new actors and a few checks on personal corruption—though 
none at all on the corruption and exploitation implicit in the government 
of an alieri country by a private corporation. 

Henry Dundas, first as a member and then as the President of the Board 
of Control for India throughout the long premiership of Pitt the Younger, 
virtually acted as the final arbiter of the Company’s government in India. 
The private traders and advocates of a forward policy in India generally 
found in him a sympathetic listener. The eventual divorce of the Company 
from commercial functions was also made easier by the reforms of Lord 
Cornwallis (who was appointed Governor-General in 1786). Cornwallis 
separated the functions of the revenue collector and the civil judge in the 
districts. (But the Collector continued to dispense crimiyal justice.) Corn- 
wallis also prohibited private trade to all officials of the Company except 
the Commercial Residents.'* These reforms and the eventual establishment 
of British hegemony in India under the Governor-Generalship of Lord 
Wellesley cleared the decks for the final scuttling of the monopoly privileges 
of the Company, and the installation of unbridled European private 
enterprise in India. 

With the advantage of hindsight it may be conjectured that the victory 
of private interests over the commercial privileges of the Company might 
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have been achieved sooner than 1813 but for the existence of rival European 
powers—especially the French—competing for trade and_ political 
hegemony in South and Southeast Asia. The Dutch, the Danes and the 
French all acted clandestinely as agents for private British traders and the 
Company’s servants. There was widespread evasion of restrictions on 

British private trade in the whole period up to 1793, and this evasion 
continued thereafter, although on a slightly diminished scale.'* In the 
Company’s charter of 1793, which we have referred to above, concessions 
were made to private trade in the hope of checking clandestine trade. 

Private traders now obtained the right to use 3000 tons of the Company’s 
shipping space at lower rates of freight than before. The loophole of the 
chance to buy the ‘privilege tonnage’ allowed to ships’ officers was also 
kept open. 

As long as the French posed a serious threat to British aspirations in 
India British private traders needed the protection of the English East 
India Company. The long wars with the French over the period 1793— 
1812 helped moderate the antagonism between the Company and private 
trading interests, for the latter gained at the Company’s expense as long as 
a state of war lasted and the Company had its hands full trying to make its 
ends meet. However, interruptions in trade caused by the Anglo-French 
wars and depression in exports from India put a brake on the expansion 
of private (including clandestine) trade."’ 

There was a continual drain of bullion from India on account of the 
tribute extracted by the Company and the profits remitted home by 
European merchants and officials. ‘The exports of India to China were yet 
to grow to a point where bullion could be imported from China by private 
traders; in fact, very often bullion had to be sent to China in order to obtain 
the ‘China supplies’ for shipment to Europe. In this situation scarcity of 
bullion became endemic in British India. ‘The wars waged by the Company 
added to the scarcity. The private traders could often pressurize the 
Company to import bullion from Europe in order to relieve the monetary 
stringency. It was also the felt need for specie and exports to balance the 
China supplies that led the Company to actively encourage private trade 
between India and China, thus relinquishing its own monopoly privileges 
in the process.'® 


2.5 Government loan operations and the money market 


Once the Company was firmly established as a territorial power in 
India private firms stood to gain in several ways from its wars and 
conquests. A war generally involved raising loans at high rates of interest, 
and private capitalists situated in the presidency towns gained enormously 
from such operations. The government raised loans in various ways. It 
floated short-dated ‘treasury bills’ or notes, generally bearing high rates of 
interest—running up to 12 per cent or more. In periods of great financial 
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stringency they were accepted only at a discount so that the effective rate 
of interest often went up to 18 per cent or even more.'® The government 
also raised more long-term loans at generally lower rates of interest, that 
is, between 6 and 8 per cent. But again, in some cases the government 

found it necessary to offer even as high a rate as !2 per cent. In addition, 

there was the enticement to British bondholders of getting the loans repaid 

in England. Generally, when the financial situation eased the ggvernment 

resorted to ‘funding’ operations, that is, it tried to. call in short-dated 

securities and convert a part of them into more long-term loans at lower 

rates of interest. 

As a rule, since the Government of Bengal had a surplus of revenues 
over Current expenditures in peacetime and had vaster resources at its 
disposal, it could raise loans on more favourable terms than the Govern- 
ments of Bombay and Madras. Thus, for example, in 1806 the Government 
of Bengal (also called the Supreme Government) raised a loan at 8 per 
cent, and advised the Government of Madras, which projected a large 
deficit for 1806-07, to raise a loan on similar lines; but Lord William 
Bentinck, the Governor of Madras, judged that only a loan bearing a 10 
per cent interest would be successful in Madras.”° In Bombay the situation 
of the government was from time to time so precarious that only massive 
loans from a few European houses of agency, such as Forbes & Co., and 
Bruce Fawcett & Co., assisted by Indian shroffs could save it from virtual 
bankruptcy. The agency houses and merchants took advantage of the 
situation to compel the government to withdraw from the cotton market in 
1804 and to monopolize the cotton exports to China.?! 

However, the situation of the money market in the presidency towns 
could change rapidly from one season to the next, and the solvency of the 
Bengal Government could be threatened by the continual demands made 
on it by Bombay and Madras, besides the ‘investment’ demanded by the 
Company.” 7 

By the phrase ‘money market’ we refer, generally, to the market for 
loans to governments or to big merchants in the three presidency towns 
taken separately, not to the market for loans to small traders, shopkeepers, 
ordinary cultivators or artisans (except when we specifically discuss their 
problems) nor to the money market for British India as a whole. The 
money market was composed of a series of networks of credit which were 
related to one another, but in quite a complex manner. There was an 
enormous variation of coinage systems in different parts of India,”?* and 
there was generally a charge for transferring money from one part of the 
country to another (this was called the hoondian or the ‘internal exchange 
rate’). While coins were supposed to be valued essentially in accordance 
with their bullion content, some types of coins enjoyed a premium or could 
be passed only with a discount in relation to their bullion content. Further- 
more, there were differences in the ratio of the value of silver to gold—the 
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two most important materials for the minting of coins—in different parts 
of India- 

In such relatively commercialized provinces as Bengal token coins such 
as cownes (sea shells generally imported from the Maldives) had a large 
circulation. The operations of the money market were complicated by the 
efforts of the Company’s government to retire them from circulation. It 
took a long time to eliminate cowries and introduce copper coins for 
low-value exchanges and silver and gold coins for revenue payments and 
exchanges in bulk.” In the first place, the Bengal Government was unable 
for a long time to put enough copper coins into circulation. Then the 
indigenous shroffs or money-changers opposed measures to unify the 
currency since they would lose their usual batta or commission if all 
coinage became uniform. Moreover, many Indians were too poor to buy 
even one copper coin worth of goods at any one time at the prices 
prevailing in the rural areas. We shall see that similar problems virtually 
prevented the circulation of notes of the Banks of Bengal, Bombay and 
Madras among any but the wealthiest Indians and the general run of 
European salary-earners and businessmen. 

The British were ultimately able to enforce payment of all public 
demands such as land revenue in silver (or gold), and the value of cowries 
dechined precipitously.2> However, the continual drain of silver from the 
country on account of the various activities of the Company, coupled with 
its determination to replace cowrites with metallic coinage, posed severe 
problems not only for the trade of the presidency towns but also in the 
interior. The government tried sometimes to use gold instead of silver for 
making its payments, and this again caused problems. For example, the 
District Judge of Birbhum (in Bengal) pleaded in 1794 that at least half of 
the salaries of the employees under his control should be paid in silver, 
since the salanes of many employees were less than a gold mohur (equivalent 
to Rs 15). The Collector of the district, however, expressed his inability to 
pay even one-tenth of the salaries in silver. In 1814, again, the Collector of 
Birbhum stated that while the sicca rupee, the quarter rupee and cowries 
formed the general tokens of exchange, it was only with great difficulty, 
and generally at a premium, that smaller denomination coins, usually 
made of copper, could be procured.”° 

The large regional variations in the ratio of prices of gold and silver (and 
presumably other metals) posed problems in the way of unification of even 
what can be termed as the ‘superior’ coinage. In Madras, for example, in 
the beginning of the nineteenth century gold pagodas and silver rupees 
(mainly Arcot rupees minted either by the Company” or by the Nawabs of 
Arcot) coined by various authorities and with different intrinsic values 
circulated together. During the Governorship of Lord Clive in Madras a 
Committee of Finance was appointed to investigate whether Bengal (sicca) 
rupees could be introduced as the uniform coinage in the Madras 
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Presidency. In December 1799 the Committee recommended this step. 
However, it was found that while | ounce of gold was equivalent to 14 
ounces of silver in Madras, it was equivalent to 14'%40 ounces in Bengal. 
Thus, the attempt to introduce a uniform silver coinage would cause 
serious instability in the circulation of coins. When Lord William Bentinck 
became Governor he decided to stick to the dual coinage of Arcot rupees 
and star pagodas (i.e. gold pagodas coined by the rapa) but to 
gradually recall the ‘debased’ coins from circulation.”® 

In this book we shall be concerned mostly with bank lending to large or 
established merchants or with bank investment in government securities, 
for these are the types of business in which the banks were mostly engaged. 
This means we shall be dealing mostly with the apex of the credit structure, 
and terms such as ‘credit stringency’, changes in terms of lending, etc. will 
refer normally to movements near the apex. However, below the apex or 
apexes there were involved networks of credit relations. The influence of 
changes in rates of interest in the apex money markets of the presidency 
towns became more and more diluted as one moved lower and lower down 
the hierarchy of credit. At the bottom of this hierarchy were the poor 
peasants, handicraftsmen or labourers who borrowed, nearly always, for 
purposes of consumption. In their case the rates of interest would almost 
always be usurious, and debt bondage with attendant loss of freedom of 
action could be a permanent state of affairs. It is needless to give specific 
examples from the thousands of official memoranda or academic papers 
that are available. We shall cite two clear formulations of some of the 
problems. H.T. Colebrooke, in his monograph on the agriculture and 
commerce of Bengal,”? discussed the typical case of a sharecropper in 
Bengal around the end of the eighteenth century. Assuming that he gave 
half the produce as rent to the landlord, Colebrooke found that the 
sharecropper would receive less as net return than the total wage ofa hired 
labourer for an equal amount of work. He would then have to borrow for 
seed and subsistence and the upkeep of his cattle and implements ‘at the 
usurious rate advance of a quarter’ of the principal borrowed if the loan 
was repaid at the harvest and of half if it was repaid later. It is also obvious 
that under such conditions the sharecropper could never get out of debt. 

We now turn to a later author—C.N. Cooke, deputy secretary and 
treasurer of the Bank of Bengal and author ofthe earliest history of 
joint-stock banking in India.*° Cooke cited authorities such as W. Hamilton, 
Francis Buchanan Hamilton and Sir Thomas Munro to demonstrate the 
uSurious nature of loans by Indian moneylenders to cultivators and other 
poor people. Two passages will illustrate the trend of Cooke's argument: 


Usury prevails here to a greater extent almost than in any other country. The great fortunes 
which used to be so suddenly and so easily acquired in Bengal, and the other British 
settlements in the East India, may satisfy us, that, as the wages of labour were very low, so 
the profits of stock were very high in these ruined countries. The interest of money is 
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proportionably so. In Bengal, money is frequently lent to the farmers (ryots) at 40, 50 and 
60 per cent, and the succeeding crop is mortgaged for the payment. As the profits which can 
afford such an interest must eat up almost the whole rent of the landlord, so such enormous 
usury must, in its turn, eat up the greater part of these profits.*! 

The great mass of the people of Bengal, ... the peasants and tradesmen (who are also 
cultivators of the land, and whose gains can only increase with the wealth of the 
peasantry )—are unable to purchase European articles of commerce. They live from day to 
day, and nine-tenths of them are forced to borrow their daily food, and corn to sow their 
lands, from the mahajuns (Banker merchants). On the grain supplied for their family 
consumption, the mahajuns charge the peasant 50 per cent, on that furnished for seed 100 
per cent. Besides this, by false accounts, and by taking an inhuman advantage of the 
situation of the ryots, they often keep them in balance. The rate of interest in India is very 
high between native and native. Except in special cases, it is much more excessive than 
among the European community. Twenty and thirty per cent are very ordinary rates; and 
we could mention cases where 5 and 6 per cent per month, or 60 and 74 [sic] per cent per 
annum, has been, and is still exacted.” 


Without condoning the element of ‘usury” (meaning presumably the 
exercise of monopoly power) in these rates, Cooke attributed at least part 
of the nominally high interest to the riskiness of many of the loans and 
difficulties expected in realizing them. We are not here concerned with the 
exact determinants of such rates of interest. It hardly needs any argument 
to realize, however, that these rates were not likely to bé affected in the 
British India of the early nineteenth century by movements of one or two 
percentage points in the rates of interest charged by joint-stock banks or 
other lenders on a large scale, particularly when the nominal rate was 
subject to a legal maximum of 12 per cent until the middle of the century. 

The actors near the apex of the credit pyramid in the presidency towns, 
apart from the governments of the three presidencies, were big European 
merchants and agency houses, and Indian businessmen associated with 
them. In all the three presidencies there were Indian businessmen formally 
associated with the Europeans as banians (in Bengal), dubashes (in Madras) 
or guarantee brokers (in Bombay).** They were also called dewans or 
sometimes sarkars. Their positions varied according to the relative worth of 
the Indian and his European partner or principal. The Indian (sometimes 
a whole family) could be the danian of an impecunious European, supplying 
him with capital in the hope of benefiting from the official position of the 
borrower. He might be a mere broker to his European principal, bringing 
him market intelligence and carrying out his orders. Many of the Company’s 
servants who were forbidden to trade acted through their banians. On the 
other hand, the Indian might be a big merchant on his own acting as the 
banian of several European or American houses in India and abroad.* 

When the bantan supplied capital to his European or American principal 
or partner the rate of interest charged by him was lower than the market 
rate of interest. Thus, for example, in 1804 P.T. Jackson, an American 
merchant trading regularly with Calcutta, was paying his banian 12 per 
cent interest. “This seems to have been about the normal rate for Calcutta; 


The political and soctal setting, 1806-1048 / 25 


although in 1811] interest was down to 5 per cent, by the next year it had 
risen to 10 to 12 per cent and in 1814 had reached 142 to 1% per cent per 
month for the best paper’.>5 It is not hard to surmise that the rate of 
interest charged would depend on the closeness of relationship between 
the banzan and his foreign associate and on whether the banian could expect 
to be compensated for a lower rate of interest by a share in the profits of the 
trade conducted by his principal or associate. | 

The relative positions of banians or independent Indian businessmen 
and European merchants varied in the three presidencies and these 
positions, in turn, changed over the first half of the nineteenth century. For 
example, Indian merchants in Calcutta were, for various reasons, by and 
large dependent on Europeans in the beginning of the century and, as we 
shall see, their relative position drastically worsened between 1800 and 
1850. In Bombay, on the other hand, Indian merchants, though again 
dependent on European agency houses for access to the European market 
and even the China market and suffering various disabilities as members 
of a conquered race, enjoyed a greater degree of freedom.of manoeuvre in 
relation to the Europeans.*° 

Our information regarding the operations of Indian merchants in Madras 
is extremely meagre. But whatever information we possess suggests that 
their position in relation to big European mercantile houses may not have 
been much better than in Calcutta. The hinterland of Calcutta, although 
lacking an adequate infrastructure of roads, was well connected by water- 
ways with the major part,*’ and had been thoroughly penetrated by 
European commercial enterprise by the beginning of the nineteenth 
century. By contrast, the hinterland of Madras was still relatively un- 
touched by European commercial enterprise, partly because of the difficulty 
of terrain and partly because of its apparent lack of facilities for large-scale 
development of an exportable crop except cotton." 

Whatever the relative positions of Indian and European merchants in 
the three presidency towns, for a prognosis of why and how a Presidency 
Bank (as the Banks of Bengal, Bombay and Madras were called later on) 
came to be organized in a particular city at a particular time what matters 
is the relation of European merchants and agency houses with the govern- 
ment and the perceptions of government policymakers about the need for 
a government-backed joint-stock bank. It is to the explication of these 
issues that we will turn in the next chapter. 

The European agency houses obtained their capital as deposits from 
British officers still serving in India, officers or private businessmen who 
had gone back to London and left their capital with the houses to be 
employed at a higher rate of interest, or heirs of such men who had done 
the same thing. The usual rate of interest given on these deposits was 6 to 8 
per cent,*® but in the case of employment of money in the Canton money 
market where Hong merchants (that is, merchants specially authorized by 
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the Chinese Government to trade with foreigners) borrowed at even 
higher rates than were current among big merchants in Bombay and 
Calcutta, the rate of interest paid to depositors could go up to 10 per cent. 
One reason for the collapse of some of the major agency houses in the early . 
1830s was their attempt to tap the wealth of the Europeans with Indian 
connections by promising high rates of interest when channels of invest- 
ment were drying up. 

The agency houses in their turn employed their capital mostly in 
external trade. But in Bengal they also became involved in the financing of 
private indigo planters, silk filatures and other ventures in which European 
businessmen were involved. They performed a variety of services for their 
clients or correspondents, including the sale or purchase of goods or 
shipping space for them, insuring their goods, negotiating their bills of 
exchange, managing their estates, and so on—charging various rates of 
commission for each of the services performed.*' 

Many of the European agency houses or other European merchants 
regularly depended on their Indian danzans or guarantee brokers to supply 
a part of their working capital. But this was not the only channel through 
which the Indian and European parts of the money market were connected 
at the apex. Indian merchants and bankers had extensive credit networks 
throughout India (including territories outside British control) and funds 
flowed from one part of India to another along these‘channels. Thus, for 
example, the job of transferring the large subventions paid by the Bengal 
Government to the Bombay Government to meet the latter’s deficits in 
peace and war provided extensive business to old-established Indian 
banking tirms of Gopaul Doss, Hurry Kissen. Doss, Monohar Doss, 
Dwarika Doss.* Parsi and Gujarati bankers such as Travadi Shn Krishna 
Arjunji Nathji often joined European agency houses in Bombay in bailing 
out the Company’s government in Bombay in times of financial crisis.*° 
We shall come across such interconnections between European or ‘Anglo- 
Indian’ banking and Indian banking again and again in our narrative. 
The two parts of the money market were integrally connected, however 
disjointed they might appear on the surface. : 

The relation of Europeans to Indians in the field of business can be more 
or less ignored as far as the steps leading to the decision to set up 
government-backed joint-stock banks in the early nineteenth century are 
concerned. (We shall see later that Indian merchants were intimately 
involved both with European merchants or bankers supporting the founding 
of the Bank of Bombay and with those opposing the move. But even there 
Indians played more of a supportive than an initiatory role.) However, 
Indians were among the major borrowers of the Bank of Bengal in its early 
years. Later, Indians played an important role in setting up rival institutions 
of the Banks of Bengal and Bombay. However, in these cases, too, Indians’ 
interests came to be subordinated to those of the Europeans. These facts 
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dictate our decision to give only a brief account of the relations between 
European and Indian merchants except when the depiction of such relations 


seems to be essential for understanding the evolution of the family of 
Presidency Banks. 


Chapter 3 


Origins of state-backed banking in 
British India 


3.1 Private banking in India around 1800 


Bankers have been known in India since antiquity. At the time the British 
began establishing their political supremacy over the whole subcontinent 
there was an extensive network of Indian banking houses connecting all 
cities and towns which were commercially important. As Francis Buchanan 
Hamilton wrote around 18] 1-12: 


At Patna [the capital of modern Bihar] are 24 proper bankers (Kothiwals), and cne of them 
has a house at Gaya. They will all discount bills, payable either here or at Calcutta, 
Benares, and Moorshedabad. Some of them have also agents at Lucknow and Dhaka, one 
has an agent at Nepal, and the house of Jagat Seth has agents at Madras and Bombay in the 
south, and at all great towns within the Company’s protection ... . All the houses have 
extensive credit. Besides dealing in money, some of them trade in European woollen cloths, 
jewels, foreign spiceries, metals imported by sea, and the finer kinds of cloth of cotton, silk 
and lace.! 


Writing a little later Colonel Wade described the amazingly widespread 
banking and mercantile network of the house of Bugotee Ram, the treasurer 
of the Nawab of Fatehpur.’ 

Inland bills of exchange or hundis (spelled alternatively as hoondees) were 
the major staple of transaction between these Indian bankers with trans- 
regional connections. They lent money to other bankers,’ landlords and 
princes, they financed the movement of commodities and, in times of war, 
the movement of whole armies, very often sharing in the spoils of the 
conquest and acting as revenue farmers. They issued and discounted bills 
of exchange, and it was rare for a hund: bearing a good name to be 
dishonoured. The bankers also acted as insurers of goods. It is not certain 
how far acceptance of deposits, except for safekeeping, was a regular part 
of their business.* But many of them acted practically as custodians of 
treasuries of whole states and had the privilege of minting money in the 
name of the Emperor of Delhi or the local ruler. Moreover, a very large 
part of the government’s income that took a monetary form passed through 
their hands (as tribute, rent or interest on loans). Thus, whether or not 
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they had regular access to private deposits did not make a substantial 
difference to the extent of their business. 

Between the eighteenth century and the beginning of the nineteenth a 
structure of European-controlled banking had also grown up in India, 
primanily under the auspices of European agency houses. In some cases a _ 
single agency house or two or three agency houses found it useful to float a 
bank as a separate entity; in other cases, an agency house simply carried 
on the functions of a bank along with its other business.* Agency houses 
accepted deposits, lent money to merchants, shipowners, ship managers, 
planters and governments and generally helped finance external trade. 
They issued bank notes which were sometimes accepted even for public 
payments, particularly in periods when the government finances were 
embarrassed. But such banks were almost never real joint-stock banks; the 
capital was not subscribed by a large number of independent persons nor 
did the bank proprietors enjoy limited liability. It was Act VII of 1860 
which for the first time conferred limited liability on joint-stock banking 
companies operating in British India.° Till then a special privilege limiting 
the liability of shareholders ofa joint-stock bank to the extent of the capital 
owned by them in the bank could be conferred only by a royal charter. 
Until the Oriental Bank Corporation obtained a charter (in 1851)’ the 
East India Company refused to recommend the grant of such a charter toa 
bank which proposed to operate in the territory of the Company and in 
which the government did not have a direct shareholding and directorial 
stake. Thus, before the passing of the Companies Act of 1860, the history of 
joint-stock banking with limited liability is practically coterminous with 
the history of the banks which had a special charter, and these were 
precisely the Banks of Bengal, Bombay and Madras. We now turn to the 
story of how government backing and a charter for joint-stock banks in the 
East India Company’s territory were obtained.* 


3.2 European banking in Madras and Bombay around c. 1800 


It was in the settlement at Fort St. George in Madras that the East India 
Company first began to exercise effective territorial sovereignty within the 
geographical limits of India. In the last quarter of the eighteenth century 
Madras was also the biggest source of the Company’s exports to Europe, 
closely followed by Surat.°® The first attempt to set up a bank by the officers 
of the Company seems also to have occurred in Madras, in 1683.'° 
Managed by the members of the Council it was a bank of deposit (on 
which interest was paid) and discount. Very probably the bank did not 
issue notes.'* Not much is known about the later history of this bank. 

The next banks we hear about in Madras were all private institutions, 
viz. the Carnatic Bank, the Madras Bank, the British Bank and the Asiatic 
Bank. The dates usually assigned for the establishment of the first two are 
1788 and 1795 respectively. The British Bank was certainly in existence by 
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1795 for we find an offer made by it, dated 5 February 1795, to pay into the 
government treasury the sum of 150,000 pagodas at a premium of 2 per 
cent in return for treasury notes bearing 6 per cent, on condition that the 
government should issue no further notes for three months from the day 
this transaction was concluded.'? (The government declined the offer.) 
The Asiatic Bank was apparently founded in 1804.'? Around the end of the 
eighteenth century private Europeans and many servants of the Company 
formally or informally involved in trade or speculation prospered in 
Madras.'* This prosperity seems to have accounted for the proliferation of 
banks. | 

The first factor behind this prosperity was the so-called ‘ramp of Arcot’ 
which raised Sir Thomas Rumbold, Paul Benfield and many senior or 
junior civil servants in Madras to the status of wealthy ‘Nabobs’. When 
the Nawab of Arcot (or Carnatic), Muhammad Ali (also known as Nawab 
Wallajah), found himself deprived of all effective political power he was 
still, he discovered, in nominal possession of considerable territory. On 
being pressed by the Company for the payment of large tributes he took 
the path of least resistance and borrowed huge sums from anybody 
prepared to lend to him—of course, at exorbitant rates of interest. Practically 
all the Europeans in Madras who were in a position to exploit the situation 
did so. Revenues of whole districts were mortgaged to these benefactors 
who were generally credited with much larger sums than they actually 
lent. This pleasant game of all-round enrichment of Europeans (and their 
hangers-on) at the cost of the Nawab and his helpless subjects continued 
during the short reign of his son, Umdat-ul-Umarah. On the death of the 
latter in 1801 the Carnatic was formally annexed by the Company, thus 
putting an end to this sport. But the effort to garner its winnings went on 
for some time more. Forged bonds of the late Nawabs flooded the market 
and creditors tried to get payment for non-existent debts. After some 
fifteen years of investigation the Commissioners charged with the settlement 
of the Carnatic Debt scaled down claims totalling £30 million to a figure of 
£2 million only.'* The dismantling of the ramp of Arcot must have been a 
severe blow to the adventurous spirit of European gentlemen in Madras. 

The pockets of well-placed Europeans, and their associates in Madras 
were further lined up the wars against Tipu Sultan and the Marathas 
unleashed by Lord Wellesley. And the wartime exigencies—the provi- 
sioning of the huge army, the safekeeping of the prizes of the officers of the 
army, the settlement of the vast expanse of territory acquired by the 
Company—gave a fillip to the spirit of banking enterprise. For a govern- 
ment which, even in normal years, had to meet its deficits with subsidies 
from Bengal the wars proved to be practically the last straw on the camel’s 
back. ‘There also developed an extraordinary dearth of specie because of 
exports to Hyderabad and Mysore (on account of the wars) and to China 
and Manila (on account of the Company’s investments).'® It would 
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appear that under stress of circumstances the government had from time 
to time to borrow on a large scale from the private banks (in which many of 
its senior officers had a stake) and accept their notes as a quid pro quo into 
the public treasury, though not on a permanent basis. | 

In view of the continuing financial difficulties of the government and the 
dearth of currency the Governor of Madras, Lord Clive, appointed a 
Committee on Finance in |798 to suggest measures for tackling these 
problems. The Committee unanimously reported in 1799 that a bank 
should be set up under government patronage.'’ However, this unanimity 
proved spurious. While two members of the committee, Cockburn and 
Kindersley, recommended that the bank should be a purely private bank, 
its capital of 250,000 pagodas being subscribed by individuals (each share 
being of a value of 5,000 pagodas—a rather large sum), the other two, 
Petrie and Clerk, recommended that the capital should be the same but 
two-fifths of it should be held by the Company, two-fifths by the ‘Principal 
Merchants’ (presumably Europeans) and one-fifth by the ‘opulent Natives’ 
of Madras. Under the Cockburn-Kindersley plan the Company would 
have no Say in the direction and in the Petrie-Clerk scheme it could 
nominate one director. In both schemes the notes of the bank would be 
received in the public treasuries, the sole security in the Cockburn- 
Kindersley scheme being a loan of one lakh pagodas at 8 per cent from the 
bank to the Company." 

Nothing came of these proposals. The financial situation of the Madras 
Government continued to remain precarious, to say the least.'? Between 
1801 and 1805 the government had to raise money by a variety of means.”° 
It floated 8 per cent loans (most or probably all of them decennial) in 1800 
and 1804/5 and a 10 per cent decennial loan in 1805/6. It raised 21,16,239 
pagodas by 10 per cent treasury bills in 1801. When it tried to float an 8 per 
cent loan in 1803/4 a subscription of 600 pagodas only was received, which 
was afterwards discharged by bills on England. ‘The government borrowed 
considerable sums from agency houses and banks, as Table 3.1 shows. 


Table 3.1 
Loans raised by the Government of Madras from agency houses and banks 1801-05 
Lender and date Amount lent Interest Terms of repayment 
(pagodas) —_ (per cent) 
1. Lautour & Co., 2, 70,000 10 95,000 by bills on England at 3 months 
April 180} and 8s. 10d. per pagoda; 100,000 pagodas 


bills on the Northward at 10 per cent batta; 
105,000 pagodas bills on Bengal—half on 
30 days’ sight and 372 Arcot rupees per 
cent pagodas and half at 60 days’ sight 


and 376 Arcot rupees per cent pagodas. 
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2. Harrington & Co., 20,00,000 10 
Lautour & Co., and (running) 
De Fries & Co., 

July 1801 


3, British Bank during 20,00,000 8 
the year 1802-03 (running) 

4. Harrington & Co., —_5,00,000 8 
Lautour & Co., and (running) 
De Fries & Co. 

5. Carnatic and 5,00,000 10 
Madras Banks and (running) 


Lautour & Co., 
between 18 October 
and 30 Novemher 
1803 
6. Madras Bank, 5,00,000 10 
January 1804 
7. Harrington & Co., 5,62,192 10 
Lautour & Co., and (in the form 
De Fries & Co., — of treasury 
7 November 1804 bills) 


100,000 pagodas in treasury bills, dollars 
to be received in payment at 16 3/8 per 10 
Star pagodas; 10 lakhs in Bengal bills— 
half at 30 days’ sight and 386 Arcot rupees 
per 100 pagodas, halfat 60 days’ sight and 
390 Arcot rupees per 100 pagodas; 10 lakhs 
in promissory notes at 7 per cent premium 
and 8 per cent interest and the issue to be 
confined to the proposers for eight months. 
10 lakhs Bengal bills at 7 per cent 
preinium and 8 per cent interest and the 
issue to be confined to the proposers for 
eight months. The Bengal bills to be 
issued in quarterly instalments. The 8 per 
cent promissory notes to be taken out at 
convenience. The whole to be adjusted 
within the year with a running interest at 
10 per cent. 

a) 


To be repaid in rupees as the coinage of 
dollars at the mint will admit. 


(a) 


An open account to be kept with the parties 
not to exceed the period of six months, 
to run at interest at 10 per cent p.a. and the 
parties to be allowed a bonus of 2 per cent 
on the amount of their payments. To be 
repaid by the parties taking treasury bills 
should any be issued during the transaction 
at the rate of 7 per cent p.a.. instead of the 
current rate of 8 per cent or optionally by 
Bengal bills on terms to be agreed on 
when required. 


SOURCE Hurdis’ minute dated 8 December 1807, Tamil Nadu Archives, Public Department 


Sundries 1806-08, No. 141A. 
(a) ‘Not reproduced. 
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Table 3.1 illustrates very well how dependent the Government of Madras 
was on agency houses and local private banks and how restrictive the 
conditions imposed by the lenders could be. (We have not reproduced the 
terms of repayment for items 3, 4 and.6 since they embody a combination | 
of restrictive conditions very similar to those for 1 and 2.) Bengal bills, bills 
on London, bills Northward (meaning*bills on Indian territories north of 
Madras and west of Calcutta) and unusually favourable terms for conversion 
of pagodas into Arcot rupees were all offered as inducements. In 1805 the 
ways and means position of the government became so desperate that a 
sum amounting to 8,97,650 pagodas was paid into the government treasury 
between January and October 1805 in the form of bank notes and rupees— 
mostly by a group of Indian merchants or bankers (almost half of the sum 
was paid in by a man called Ravanapah and his brother Vencatesan)— 
simply on the Chief Secretary, Buchan’s verbal authorization, supported 
by the Accountant-Gencral, Smith. The government had earlier, by an 
advertisement dated 9 November 1804, let it be known that the Treasury 
would be open for the receipt of dollars at the exchange rate of 1512 dollars 
for 10 pagodas, to be repaid either in bills on Bengal, in treasury notes, or 
in promissory notes (1.e. the 8 per cent loans floated on 2 November 1804). It 
turned out that there had been no authorization for the payment of bank 
notes as dollars. Hence, an intensive enquiry was conducted to find out 
whether there had been a conspiracy by Buchan or Smith, but nothing 
beyond the desperate state of cash in the T'reasury could be established.”! 
This whole process of enquiry, however, revealed that senior government 
servants were deeply divided into factions. 

By 1805 the climate of private business in Madras was also turning 
distinctly grim. Famine in the presidency was taking its toll,” and business 
failures added to the crisis. In that year Chase & Co. failed for the sum of 
Rs 45 lakhs, a huge sum for a port whose total! exports were often less than 
that.’* [t was soon foliowed by the failure of Tulloh & Co. which had taken 
over the task of liquidating the defaulting firm.” 

When the Asiatic Bank was established in Madras with a capital of 
250,000 pagodas it applied to the government for the acceptance of its 
notes, as was the case with two other local banks.** Although the members 
of the Governor’s Council were in favour of acceding to this request the 
Governor, Lord William Bentinck, rejected it.?° His policy was in line with 
that of both the Supreme Government and the Court of Directors of the 
Company. In June 1805 Bentinck asked a second Committee on Finance 
to investigate the desirability of a government bank in Madras. In October 
1805 the Committee recommended the establishment of a bank with 
power to issue paper currency with authority derived from the government. 
Bentinck rejected the idea of a privately-owned bank under government 
supervision. On 6 December 1805 he produced his minute on the consti- 
tution of a purely government bank. His arguments were essentially, (a) 
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that the credit of the government was superior to private credit, and (6) 
that in view of continued threat of a French attack and the meagre 
resources of the government they must be augmented by the circulation of 
paper currency. Bentinck was also highly critical of the speculative 
activities of the private bankers in Madras; he argued further that the 
owners of these banks were agency houses who were trying by means of 
monopolistic practices to raise the rates of interest. (Table 3.1 presents 
evidence of consortia of banks and agency houses lending to government 
on rather onerous terms.) According to Bentinck, nothing would be better 
calculated to curb this monopolistic power in the credit market than a 
government bank. 

Despite opposition from two members of his Council and without 
waiting for approval from the Supreme Government or the Court of 
Directors, Bentinck had a resolution passed in his Council on 4 January 
1806 for the establishment of a Government Bank which would start 
functioning from | February 1806. The Governor himself became the 
director and general superintendent of the bank. A sub-director, a treasurer, 
a sub-treasurer and a secretary were appointed to look after the detailed 
management of the bank, with the help of a cashier and a deputy cashier. 
The capital of the bank was fixed at 8 lakhs of pagodas, with a provision for 
increase as the need arose. The bank was empowered to issue notes subject 
to the condition that the ratio of notes to specie in the bank should not 
exceed 3:1. 

Bentinck claimed success for the bank at the end of the first quarter, 
when it showed a profit of 14,224 pagodas. At the end of the first year the 
bank had issued 57,66,902 pagodas worth of bank notes against a net 
holding of specie worth 1 1,67,098 pagodas.?’ 

Bentinck’s arguments did not impress the Supreme Government in 
Bengal. Henry St. George Tucker, the Accountant-General and the father 
of the semi-government Bank of Bengal, recorded a lorg memorandum 
detailing the arguments against a purely government-controlled bank. 
(We shall return to his arguments later.) But the Governor-General in 
Council was presented with a_fait accompli and gave a grudging assent to 
Bentinck’s action. 

However, the Court of Directors, who were in any case extremely 
annoyed with Bentinck over the affair of the mutiny of the Indian troops at 
Vellore,”* sent a despatch (dated 6 November 1807), roundly 


condemning the establishment ofa Government Bank, the appointment of the Governor as 
sole Director. and the introduction ofa paper currency not only without the sanction of the 
Court but even without consulting the Supreme Government.” 


The Accountant-General was instructed to draw up a plan for a general 
(semi-government) bank and a proclamation was issued recalling all 
government bank notes from circulation. However, the scheme for the 
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general bank again came to nothing. The few European agency houses 
continued their existence in a rickety condition. Harrington & Co. collapsed 
in 1812, aggravating a general business depression in Madras.* The 
Government Bank, in fact, seems. to have acted, in its small way, asa 
nursemaid of private business. For example, Thomas Parry acted as 
accountant and cashier of the bank for five years before returning to-the 
partnership firm of Parry & Dare in August 1819.*' The Government 
Bank was reconstituted, managed entirely by the officers of the government. 
In this form it survived until it was superseded by the Bank of Madras in 
1843. 

Events took a very different turn in Bombay. The port and island of 
Bombay became part of the possessions of the King of England in 1661, 
when his queen brought it as a part of her dowry. It was transferred by the 
king to the East India Company in 1669, ‘to be held “‘as of the Manor of 
East Greenwich” in free and common soccage at a farm rent of £101’.77 On 
the basis of letters patent issued by the English king and in accordance 
with the general policy of supererogation of territorial sovereignty in their 
Asian settlements by the Company (and European chartered companies 
in general) the Company’s servants began to mint their own coins in 1671. 
After some rupees with the ‘name of their impure king’ were shown to 
Eniperor Aurangzeb the historian Khafi Khan was sent to expostulate 
with the English. The chief of the Bombay factory explained that the coins 
were current only in their own jurisdiction.” 

The Company’s government set up a bank in Bombay in 1720, with the 
objective of increasing the trade carried on from the island and thereby the 
revenues of the Company.” The capital of the bank was to be within a sum 
of Rs 100,000 to be taken out of the Company’s cash. Its management was 
vested in the Governor and two members of his Council. The money was 
to be lent on the security of goods (in which case the loan could be for a 
year or until the borrower could dispose of the goods, whichever was the 
shorter period) or on the security of one other substantial inhabitant of the 
place (in which case the currency of the loan would be six months). The 
bank would lend generally at nine per cent. It would also receive term 
deposits (of sums not less than Rs 100) for a period of six months and pay 
an interest at the rate of one dugam a day, issuing ‘cash notes’ to acknowledge 
the debt. 

In violation of the various restrictions put on the type of security and on 
the time allowed for repayment of loans the bank lent on the mortgage of 
houses, ‘oarts’ and ‘batty grounds’.** It was found in 1744, after an official 
enquiry, that these houses and other securities had become considerably 
decayed, and many of the securities had been alienated, so that the bank 
had no security for its loans (some of the debts were of twenty years 
standing). The enquiry team recommended not that lending against real 
estate be discontinued but merely that loans should be given only up to the 
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limit of two-thirds or three-quarters of the value of the houses, instead of 
their full value as had hitherto been the case, and that the mortgages and 
securities should be renewed every year. These recommendations well 
illustrate the difficulties faced by a bank in those days and the laxity with 
which the Company’s officers looked after its cash (for whatever capital 
the bank possessed belonged to the Company). 

In 1770, facing a grave shortage of specie at the settlement, the Governor 
in Council drew up a scheme for payment in bank notes of a debt of Rs 8 
lakhs due from the treasury to the bank. A Mr. Blatchford drew up hints 
for the improvement of the bank note scheme, a salient feature of which 
was protection to individual officers against the liability to repay the sums 
promised on the notes. ‘These bank notes would then bear interest at 6 per 
cent. The shortage of specie became too acute for the bank note scheme to 
be put into motion and was dropped in 1771. 

When this intermittently functioning bank owned by the Company 
went into oblivion no demand for a government-backed bank specifically 
catering to the needs of Bombay came up until 1836, nor was any private 
bank organized as a separate entity in the meantime. In this respect 
Bombay differed significantly from both Madras and Bengal, for which 
the reasons were varied. 

For a long time the British were far more insecure in western India than 
in either Madras or Bengal. On land they were threatened by the Maratha 
armies, on the seas by the descendants of the great Maratha admiral, 
Kanhoji Angre, and those of the Mughal admirals, the Sidis of Janjira.*° 
‘They were also threatened from time to time by their European rivals. In 
the late eighteenth century it even seemed that the status of the port city 
would be reduced by the Company from one of a Presidency with a 
Governor and a Council to that of a mere factory. The Company had a 
factory at Surat and for much of the eighteenth century Surat remained a 
more important base of trade than Bombay, since the fermer gave access 
to both the cotton-producing tracts of Gujarat and to one of the major 
regions for manufacture of cotton and silk piecegoods in India. Ultimately, 
it was Dundas'’s realization of the importance of Bombay to the China 
trade and his conviction that it possessed military value as a bastion 
against the Marathas that saved it from the fate of demotion. The acqui- 
sition of Malabar and the decision to entrust its administration to Bombay 
also helped in securing this reprieve.*” 

In the eighteenth century it was in Bombay, more than in any other 
presidency town, that private European traders dominated the Company’s 
government.” Their power sprang from the weakness of the Company’s 
settlement in Bombay, from their involvement in the cotton and opium 
trades which the Company found it difficult or impossible to carry on 
under its own colours (since both cotton and opium in western India 
mainly originated in territories outside the Company’s control and since, 
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moreover, optum was contraband in China), and from the importance of 
the India-China trade for enabling the Company to buy goods in China 
and to transfer its tribute from the Indian territories to England. Since, 
unlike in Bengal and Madras, the Company’s servants were allowed to 
trade in Bombay until 1806 private traders had a direct say in the 
government. For example, among the powerful merchants of Bombay in 
1792 Alexander Adamson was a ‘junior merchant’ of the Company and 
held the post of Transfer Master and Assistant to the Treasurer, Patrick 
Crawford Bruce was a ‘senior merchant’ of the Company and Mayor of 
Bombay, and Henry Fawcett was a ‘junior merchant’ of the Company and 
Accountant-General of the government.*? Bruce and Fawcett were partners 
of Bruce Fawcett & Co., for a long time one of the two most powerful firms 
in Bombay (the other being Forbes & Co.). John Forbes and Charles 
Forbes were, however, not Company servants. 

The private European traders of Bombay, whether Company servants 
or not, had powerful backing in London in the person of David Scott. 
Scott’s business, while he was in India, was centred on Bombay. He 
became so powerful in local Company politics that he has been described 
by Holden Furber as one of ‘the real rulers’ of Bombay. From time to time 
he came ‘n the aid of the Bombay government by lending money to it and 
in the first Anglo-Maratha war he acted as an intermediary between 
General Goddard, who led the Company’s forces, and Nana Phadnavis, 
the most powerful Maratha statesman of his time.“ Scott left Bombay in 
1786 but continued to do extensive business in India in partnership with 
other Europeans: Adamson was a partner in Scott’s business.*! 

Scott became a confidant of William Pitt the Younger and of Dundas, 
who constantly consulted him on India affairs. In 1788 he became a 
director, and in 1795 deputy chairman of the Company, becoming its 
chairman in 1796. Scott fought hard to free the Company of the influence 
of the Old Shipping Interest and to open up new opportunities for private 
European traders. 

Private traders in Bombay found another ally, albeit an unconscious 
one, in Jonathan Duncan. A fellow Scotsman described Duncan’s 
mind as having been ‘Brahminised’*? and he apparently did not feel 
comfortable in the company of his fellow Europeans. Nevertheless, as a 
commissioner of the newly-conquered Malabar he proved extremely 
susceptible to the influence of Murdoch Brown, an adroit adventurer who 
managed to carve out a large property for himself at the expense of the 
Company and the local inhabitants of Malabar.*® Duncan was appointed 
Governor of Bombay (in 1796) and acted more or less as a tool of the local 
private merchants. When the Company acquired extensive territories in 
Gujarat as a resuit of the second Anglo-Maratha war Duncan was again 
greatly influenced by another private merchant, Miguel de Lima e Souza, 
a Portuguese subject of the Company. Souza was a partner in the firm of 


Origins of state-backed banking in British India / 41 


Tate & Adamson. Together with his powerful British partners and business 
associates Souza not only urged an annexationist policy on Duncan but 
also tried to monopolize the purchase of cotton—thus increasing the 
degree of exploitation of the cotton growers—wherever he could.“ 

The private merchants and bankers practically directed the activities of 
the Bombay government. This usurpation was rendered easy by two 
factors. First, for their own reasons both Wellesley and Duncan wanted to 
pursue an aggressive policy in western India, which suited the private 
traders’ interests down to the ground. Furthermore, the involvement of 
the chronically impecunious government in costly wars made it even more 
dependent on loans from private merchants. In the sixteen years from 
1792-93 to 1808-09 Bombay’s excess of expenditures over revenues 
amounted to £18,385,745.*° Most of this enormous excess was covered by 
subsidies from Bengal, but in the most critical years such as 1801-04 the 
Bombay government had to raise loans locally simply in order to survive 
from day to day.*° Very often the government had to mortgage its goods 
and barter away the rights of its newly-acquired or old subjects in exchange 
for these loans. On | December 1801, for example, seven Bombay mer- 
chants agreed to purchase from the Company 85,000 bales of cotton for Rs 
10 per bale, this being the cost price to the Company. The seven merchants 
were Charles Forbes, Henry Fawcett, Alexander Adamson, Hormusjee 
Bomanjee and Pestonjee (two Wadia brothers), Ardasheer Dadyshet and 
Sorabjee Muncherjee Readymoney.*’ As in many other cases, the Parsi 
collaborators followed where their senior British associates led. In the 
same month the leading European merchants, their Parsi collaborators 
and the Bombay government decided to make ‘ “‘a joint and regulated 
purchase of cotton”’ with the object of reducing its price and restoring its 
quality’ in Gujarat. 

In 1803, at the height of the second Anglo-Maratha war, Forbes & Co. 
and Bruce, Fawcett & Co. effected nothing less than a financial rescue of 
the Bombay government. As a price for this, and for extending the 
so-called Northern Loan of 1802 and subsequent loans, the two firms and 
their associates cornered not only Gujarat cotton but also teak from 
Malabar and sandalwood from Mangalore.* In his letter dated 15 June 
1803, in which Forbes laid down his conditions for this financial help, he 
claimed that the principal European merchants and agents in the settle- 
ment had the greatest command of cash and of Company’s paper belonging 
to themselves and their constituents and had ‘in a great degree the 
regulation of the relative value of cash’ .*° He claimed that the treasury bills 
issued by the government were at that time procurable at 7 to 8 per cent 
discount, and the discount might soon be |O percent. 

Forbes wanted (a) that the merchants (he committed Bruce Fawcett & 
Co. along with his own firm) lending money to the government should 
have a running account with the government for any money they could 
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pay into the treasury until 31 December 1603, and would earn interest 
accordingly,.(6) that payments may be made in treasury bills when due; 
(c) that merchants should be supplied by the government wi th Bengal bills 
as and when they required them, to be passed to their debit in account at 
an exchange of 3 per cent under what the merchants might negotiate them, 
which, however, they were 


on no occasion to do at a lower exchange than that at which the shroffs [drew] their bills. 
The fourth explicit condition laid down by Forbes ran as follows: 


That on the 31st December next the accounts of the merchants with Govt. shall be made up 
with the usual interest and a premium of 2 per cent added to the amount that may appear 
due to the merchants, on striking the balance for which they shall be entitled to receive 
promissory notes bearing interest at 9 per cent payable half-yearly and the principal in 3 or 
5 years, at the option of Govt. if in India—but with an option to the holder of the notes to 
demand payment by bills on England at any period at the rate of 2s. 6d. per rupee 9 
months’ sight, leaving it optional with the Court of Directors to extend the period of 
payment for 3 months longer on allowing interest at the rate of 5 per cent per annum, being 
nearly on the footing of the Northern Loan of 1802. 


Condition (c) and a subsequent reference to the shroffs Manohardas 
Dwarkadas and Gopaldas Manohardas show that Forbes was not going to 
lose even this opportunity of encroaching upon the Indian bankers’ usual 
business of transferring the Bengal subsidy to Bombay via Benares. In 
order to keep up the price of treasury bills Forbes recommended (i) that 
they should not be issued to persons such as subalterns in the army who 
would, of necessity, have to cash them at whatever discount they had to 
pay; (11) that they should be paid off when they fell due; and (iii) that they 
should be accepted for payment of all government dues. Forbes also 
recommended the purchase of Spanish dollars by the government, to be 
stamped in the mint, 1n order to alleviate the scarcity of specie and keep up 
the value of treasury bills.*! 

Practically all of Forbes’s conditions were accepted by the Bombay 
government. But it was again in desperate straits by the middle of December 
1803. On 19 December 1803 Forbes offered to hand over the Rs 2 lakhs 
worth of gold and silver bullion expected by the two boats Sarah and Asia 
from China if the government would promise to pay them back in (Spanish) 
dollars (for only those coins would ‘answer Northward’) when the bullion 
expected by the government from England on board the Essex and the Anne 
arrived. 

On 11 May 1804 Forbes claimed* that the advances of his firm to the 
government since 15 June 1803 amounted to Rs 30 lakhs, the existing 
balance in favour of the firm being Rs 22 lakhs, besides a demand on the 
treasury amounting to Rs 2 lakhs. Bruce Fawcett & Co., according to him, 
had a credit balance with the government amounting to Rs 10—12 lakhs, 
besides heavy demands on the Treasury. Since the government had no 
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cash Forbes wanted a transfer of the Company’s cotton to the merchants, 
to be shipped by them in the Company’s ships. His reason was that the 
merchants would have to lend to the government money which they had 
reserved for buying the cotton.’ The proposals and terms were accepted 
by the government on 20 May 1804. The government again made over to 
Forbes & Co. and Bruce Fawcett & Co. the revenue cotton and tonnage of 
the Company in return for loans of Rs 30 lakhs and Rs.20 lakhs from the 
two firms respectively.™ 

This cosy partnership suffered a jolt in 1805, when the acquisition of 
new territories which yielded more revenues and the cessation of the wars 
in western India considerably improved the finances of the government 
and the Court of Directors could take a tougher line with the private 
merchants. The directors took a dim view of Duncan’s submission to 
Forbes’s demand that the Company’s cotton should be handed over to the 
merchants, and of the general scheme of things under which Forbes had 
privileged access to much of the information collected by the Company’s 
officers—information which he often treated in a way ‘not very decorous or 
respectful’.** For instance, Forbes had claimed in January 1804 that the 
price of cotton in the China market would not be higher than 8 to 9 faels 
(tales) the picul and might even go down to 7 to 72 taels per picul, so that 
export of cotton to China by the Company could only involve it in a loss. 
But the Custom Master Henshaw had submitted a statement in which he 
claimed that merchants had long contracts at hand for delivery in China at 
14 taels the prcul and that the price might even go up to |7 éaels 5 mace the 
picul. If the cost price of cotton was Rs 135 per candy on board at Bombay 
the Company would clear Rs 90 per candy, exclusive of freight, interest and 
insurance, at 14 éaels the picul, and even more, of course, if the price was 
higher. There was the further inconsistency that, after claiming that the 
price of cotton in China would be no higher than 8 to 9 piculs, Forbes was 
willing to purchase all the cotton collected by the Company on behalf of 
his firm, Bruce, Fawcett & Co., and their friends. In his own defence 
Forbes claimed that the price of cotton in China fluctuated so much that a 
confident expectation of a fall in price could be easily reversed by circum- 
stances, and cited a letter from Alexander Adamson, an old business 
associate, in support. 

However, both in 1805 and 1806 the Bombay government decided to 
ship cotton on behalf of the Company. (This did not lessen the burden of 
the producers since it appears that in 1805 Duncan ordered all the Broach 
cotton to be taken as revenue by the Company.**) The formal union 
between Bombay’s private trade interests and civil servants was dissolved 
in 1806, when in accordance with the instructions of the Court of Directors 
the civil servants had to choose between private trade and the Company’s 
service. Adamson chose the former, and he was followed by Souza and 


44 / The Evolution of the State Bank of India 1806-60 


several other Company servants such as Crawford, Law, Inglis and 
Kinlock.*’ 

This summary of Bombay’s financial events between 1801 and 1806 
would indicate why there was no move to set up an independent government- 
backed bank in that Presidency. (Robert Rickards’s proposal, which we 
discuss on pp. 47-8, was for an all-India bank, practically independent of 
government control.) The two agency houses, Forbes & Co. and Bruce 
Fawcett & Co., and their associates were too powerful, and Governor 
Duncan too weak-kneed, for such a move to be even thought of. While the 
two houses suffered a relative setback in 1805 in the matter of monopolizing 
cotton exports from western India, they consolidated their position as 
bankers to the government. Moreover, as far as Bruce Fawcett & Co., their 
successors, Remington & Co., and other European and Asian opium 
merchants were concerned the Company posed no threat because it could 
not officially export the drug to China although it did everything to 
facilitate such exports. After 1833 the Company would cease to be a rival 
in the field of cotton exports also. By then opium had in any case overtaken 
cotton as the major Indian export to China. 

A move to establish a government-backed bank in Bombay might have 
been made if, after the end of the Company’s monopoly of the India trade, 
there had been a boom in the external trade of Bombay and an entry of 
new European enterprise into the commercial world of Bombay. But this 
did not happen. Bombay’s trade, of which the most important component 
was her export trade with China, entered into a long depression in the year 
1810-11. This depression seems to have lasted, with only temporary 
breaks, well into the 1820s. This is illustrated by the figures reproduced in 
Table 3.2 (although the figures refer to the Bombay Presidency rather 
than the port of Bombay they may be taken as representative of the 
movements of trade from the latter, since the bulk of the trade of the 
presidency moved through Bombay Town and Island during these years). 

The reasons for this depression are complex and cannot be exhausted 
here. One factor was the glutting of the Chinese market with Indian cotton 
in the wake of the peace of 1806 between the Marathas and the Company. 
A second factor was a decade-long depression, starting in 1819, in the 
demand for Indian cotton in China.* Thirdly, four Hong merchants were 
in great financial difficulties in the period 1810—15, and their embarrass- 
ment led to the ruin of a large number of associated traders in Canton and 
Bombay.** (The Parsis were involved in speculations with small traders 
who were not members of the Cohong, and they seem to have borne the 
brunt of the consequential losses.) 

It took a renewed upsurge in Bombay trade in the 1830s and the entry of 
new blood into the European commercial community for a demand for a 
state-backed bank, independent of the major agency houses, to take shape. 
We shall treat the story of the opposition of the major agency houses and 


Table 3.2 
Exports and imports of the Bombay Presidency on private account, 1805-06 to 1826-27 
Year Total imports into Total exports from 
Bombay Bombay 
S. Rs. S. Rs. 
1805-06 3,74,59,638 2,72,29,130 
1806-07 3,91 ,27,798 2,87 64,082 
1807-08 3,30,73,046 2,75,13,997 | 
1808-09 3,22,37,030 2,48,48,549 
1809-10 3,54,82,506 2,77,09,459 
1810-11 2,83,84,759 2,26,94,281 
181-12 2,28,43,501 2,05,24,385 
1812-13 2,67,74,400 2,08,04,632 
1813-14 2,28, 17,629 2,03, 14,269 
1814-15 2,27,39,003 2,01 65,663 
1815-16 2,65,61 637 2,20,21 ,045 
1816-17 2,97,34,946 2,24,53,972 
1817-18 — — 
1818-19 3,96,73,227 2,18,76,389 
1819-20 2,87,27,277 1 ,75,81,113 
182()-21 2,37,57,967 2,18,29,054 
1821-22 2,99,09,715 2,09,58,097 
1822-23 2,67,16,000 2,18,06,072 
1823-24 2,97,39,255 2,33,64,995 
1824-25 2,70,10,153 2,04,48, 106 
1825-26 3,15,88, 119 2,97,20,487 
1826--27 3,04,72,816 2,55,30,479 
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SOURCES Annual Reports of the Reporter General on External Commerce, Bombay, for 
the Court of Directors of the East India Company tor the respective 
years. These data pertain to trade carried on by individuals and are 
exclusive of the Hon’ble Company's investments. 


the eventual success of the scheme to establish the Bank of Bombay in 
Chapter 12. 


5.3 Antecedents of the Bank of Calcutta 


In Bengal Alexander & Co., an early agency house, had been managing 
the Bank of Hindostan from the 1770s but the exact date of its founding 
cannot be ascertained.” In 1773 Warren Hastings, then Governor of 
Bengal, floated the General Bank for Bengal and Bihar.‘ The bank had 
two main offices—one in Calcutta and the other in Murshidabad, and 
fourteen branches, besides several subagencies. It was a private establish- 
ment but under the patronage of the Company’s government. The managers 
were two leading bankers of the time—Hazari Mal and Dayal Chand. The 
main objectives of the bank were: (a) to regularize the batta or rates of 
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conversion between the different types of coins circulating in the Company’s 
territory; (4) to regulate the hoondian or internal rate of exchange for 
transfer of funds from one place to another; and (c) to limit the extreme 
seasonal variations of the supply of coin by persuading district Collectors to 
deposit the revenue in the branch houses of the bank and take out bills on 
the head office payable in sicca rupees at a fixed rate of batta and hoondian. 
It was also hoped that this arrangement would minimize the effect of the 
contraction of metallic currency resulting from the drain of wealth— 
especially in the form of bullion—from Bengal to England, but it is not 
clear how this could have been achieved. Although Hastings’ bank 
apparently made a profit during its brief existence (April 1773 to February 
1775) it was abolished because of the opposition of the majority in the 
Governor-General’s Council. 

Apart from the Bank of Hindostan at least two other European banks 
operated for various periods in eighteenth-century Bengal, viz. the Bengal 
Bank (to be strictly distinguished from the Bank of Bengal) and the 
General Bank of India (again to be strictly distinguished from Hastings’ 
bank and from the bank which was proposed to be set up in 1836 by several 
East India houses in London). In 1819 the Commercial! Bank and in 1824 
the Calcutta Bank (to be distinguished from the Bank of Calcutta which 
was a purely government bank) were floated, mainly by the agency houses 
of Mackintosh & Co. and Palmer & Co. respectively.* The Union Bank, 
which became the chief competitor of the Bank of Bengal, was really born 
of the merger of the Calcutta Bank and the Commercial Bank. None of 
these private banks enjoyed limited liability nor could they be considered 
proper joint-stock banks: most of the capital was owned by a few individuals 
and the banks were also managed by only a few men. They were, in law 
and in fact, partnership firms with unlimited liability on the part of the 
owners. 

‘The General Bank of India was floated in 1786. ‘The articles of the bank 
claimed limited liability for the shareholders: but neither under British nor 
under [ndian law was there any provision at the time for conferring the 
right to limited liability on the shareholders of any company except by 
royal charter. Even if the Company’s government had been legally com- 
petent to confer the privilege of limited liability on any company—which it 
was not—no such privilege was granted to the General Bank. For a time 
the Government of Bengal received the notes of this bank, partly under the 
compulsion of having to borrow money from it, but official patronage of 
the bank ceased from 1 October 1788.% 

There were numerous other schemes for the setting up of state-backed 
banks in Bengal but few of them bore any fruit. Of these perhaps the most 
notable was Sir James Steuart’s Principles of Money Applied to the Present State 
of the Coins of Bengal, which was written at the instance of the Company and 
published in 1772. Steuart wanted the bank to be a private corporation 
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but with the power to issue notes. The security or the backing for the note 
issue, however, would be the general credit of the East India Company. In 
particular, the claims of the servants of the Company on it would provide 
the initial capital of the bank: 


Were it proposed to them, either to subscribe their claims upon the Company, into a 
banking fund; or to receive reimbursement from the Company, to the extent of what may be 
subscribed by others for this purpose; this new fund may be divided into shares, of rupees, 
transferable as the funds are in England, bearing ... per cent interest, irredeemable by the 
Company for ... years, and an exclusive privilege may be granted to the subscribers for the 
same number of years, for the purpose of carrying on a banking trade; by the issuing of 
notes in the discounting of good bills payable in ... days; or in consideration of pledges of 
treasure, jewels or precious effects deposited in the Bank: Or upon the mortgage of good 
property, and the best personal security: Or in the purchase of gold and silver: Or lastly, for 
advancing certain sums of money to the Company, upon the security of their annual 
revenue, according to the practice of the Bank of England. All these articles of credit to be 
given in consideration of such rates of interest, as to the Company may seem reasonable; .... 
the East India Company may with safety receive in payments the paper [i.e. the note] it [i.e. 
the Bank] issues ... to the extent of the money owing by themselves: Or thcy may furnish out 
of their treasures what coin may be necessary for the ready discharge of such notes as may 
be presented for payment at the Bank. 


Steuart was probably one of the earliest advocates of a governmentally 
managed paper currency. In his scheme, whose theoretical basis was 
outlined in his Jngutry into the Principles of Political Economy (published in 
1767), the managers of the currency were even allowed to temporarily 
disregard the signal of bullion movements through the device of foreign 
borrowing.®’ Such management was not to be practised by the Government 
of India until the twentieth century. 

Chronologically, the next detailed scheme in Bengal for a government- 

supported bank originated with Henry St. George Tucker, and it led 
ultimately to the establishment of the Bank of Bengal. We shall discuss 
this scheme in the next chapter. From Bombay, Robert Rickards, a man 
involved largely in private trade but at the time a member of the Governor’s 
Council in Bombay, submitted a scheme in 1807 for an all-India bank. 
Rickards’s scheme had many similarities to Tucker’s plan, but it was 
much more grandiose. It envisaged the setting up of an all-India institution 
with head offices in the three presidencies of Bengal, Bombay and Madras 
and ‘subordinate banks’ or offices around the country. In a Public Letter 
from Bengal to the Court of Directors, dated 30 June 1809, the Governor- 
General in Council expressed the opinion that: 
The ideas of Mr. Rickards appeared to us to resolve themselves into mere speculation, 
without embracing objects capable of being realised, while the machinery proposed by that 
gentleman for the perfermance of a simple operation as extremely cumbrous and 
complicated. 


The Court of Directors shared this view and rejected the scheme. A 
similar plan for a bank, but with purely private management in view, was 
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mooted by some leading East India houses of London in 1836, and was 
fiercely debated in government and Indian banking circles before being 
discarded. Since that move led, almost directly, to the movement for 
floating the Banks of Bombay arid Madras we shall analyse the arguments 
for and against an all-India bank in some detail in Chapter 10. Many of the 
arguments adumbrated in 1836 against the project would apply a fortion 
to Rickards’s scheme since the territory under the Company’s dominion 
was even less integrated geographically and economically in 1807 than in 
1836. 

Before we move on to the next chapter it is important to note what we 
mean by the rise of state-backed European-style banking in India. As we 
have noted earlier, the history of banking in the sense of the existence of 
separate agencies or families to grant credit for a variety of purposes, deal 
in exchange bills, change one type of currency for another, and even to 
accept deposits, goes far back in India. Many of the Indian bankers—in 
fact, all the really big banking houses—also had some kind of state support 
behind them. The early private banks managed by European agency 
houses could show little in the way of innovation, except the issue of 
notes.’° The agency house also had a more open method of ensuring 
continuity of management than Indian banking houses. But subject to the 
constraint that family members were simply not available to succeed 
many European merchants trading in the East, family and clan ties played 
an equally important role in determining the membership of European 
agency houses. 

The really major innovations in banking methods and organization 
came with the birth of the Bank of Bengal and were: (1) the use of a 
joint-stock system for raising capital; (2) the conferring of limited liability 
on shareholders of the bank by means ofa charter; (3) the provision for the 
issue of notes which could be accepted for public revenue payments; (4) a 
general provision tor the acceptance of deposits from the general public; 
(5) the imposition of explicit limits on the amount of credit the bank could 
extend and the kind of securities it could accept; and (6) the provision for 
regularly changing the board of directors for making decisions and a 
formalized office organization for carrying on day-to-day business. As we 
shall see, for a long time the Bank of Bengal received few deposits from the 
public, but the explicit provision for such business in the bank’s charter 
was important. The Government Bank of Madras shared some, but not 
all, of these features. 

It will be noticed that in the above list of innovations we have not 
included any ‘central banking’ functions, such as the regulation of the 
behavidur of other commercial banks or the regulation of the whole 
monetary or credit system of the country or the regulation of the foreign 
exchange market. For a long time there were no legally recognized com- 
mercial banks with special rights within India other than the Banks of 
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Bengal, Bombay, and Madras; so the question of their regulation or of 
providing them with a ‘lender of last resort’ did not arise. The government 
through its various operations exerted an immensely greater influence on 
the monetary and credit system than any domestic banking institution 
possibly could. In any case, the Company’s government sedulously reserved 
the right to regulate the monetary and credit system to itself. Moreover, 
the idea of regulating the monetary and credit system was not at that time 
embraced by any important policymaker in the government.”' Finally, 
whatever exchange banking there existed was carried out by the Company 
or the private merchants of whom the European agency houses were the 
most important. Exchange banking and domestic state-backed banking 
were kept strictly apart throughout the nineteenth century. To understand 
the economic rationale for such a separation we shall briefly deal in the 
next section with the problems of exchange transactions and exchange 
banking in the late eighteenth and early nineteenth centuries. 


3.4 Perils of exchange banking in Indta, c. 1760-1830 


Exchange banking in the sense of transmission of money from one 
country to another and the financing of foreign trade was probably not a 
specialized activity in Asia until the nineteenth century. Companies and 
individual businessmen involved in foreign trade were also engaged in the 
financing of the trade and the remittance of money from one part of the 
world to another. The first charter of the Bank of Bengal allowed the 
discounting of bills of exchange but the directors always understood by it 
the discounting of bills of exchange originating within the Company’s 
territory—in effect within the presidency towns or, more narrowly, drawn 
by and on firms which were within the jurisdiction of the Supreme Court of 
Calcutta. In the charter of 1839 a specific prohibition was made against 
the buying and selling of any bills other than those negotiable in India—a 
prohibition, as we shall see, which was imposed by the shareholders on 
themselves. 

The simplest explanation of this limitation is a conjunction of two 
factors—first, refusal to engage in a business which was too risky for a 
bank, and secondly, not wanting to encroach on a business which in 1806 
or 1809 the East India Company would have regarded as peculiarly its 
own. We shall explain briefly why exchange banking was so risky in the 
late eighteenth and early nineteenth centuries, and why foreign exchange 
transactions could be regarded as being peouany in its own province by 
the Company. 

The course of the foreign trade of Asia in the eighteenth century was 
disturbed time and again by the varying fortunes of the warring East India 
Companies—Dutch, English, French, Danish—licensed by royal or 
governmental charters in their home countries. Even when there was no 
active state of war between the countries or the chartered companies the 
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movements of foreign exchange and trade appear as parts of a jigsaw 
puzzle, many of whose pieces were hidden and which were often put 
together in an unpredictable manner by the actions of the chartered 
companies, the European private traders, and the Asian merchants 
operating generally in the ports and their hinterland and on Asian waters. — 

The chartered companies tried to drganize monopolies wherever they 
could. With the backing of guns and superior military technology they 
often prevailed against local rulers. The most notorious example of such a 
monopoly was the Dutch hold on the spice trade—particularly on pepper, 
nutmeg, cloves, cinnamon and mace. The pepper monopoly was early 
encroached on by the British and the French, but the Dutch managed to 
monopolize the supplies of the other famous ‘four’ through their political 
control of the Indonesian archipelago.”? To take another example, the 
Dutch managed to organize something approaching a local monopoly in 
the supply of saltpetre from Patna unt the British ousted them after the 
battle of Plassey.” 

Apart from the monopolies organized deliberately by the chartered 
European Companies, temporary local monopolies grew up because of the 
failure of sufficient ships and merchants to arrive at particular selling 
points in particular seasons. On the other side, inadequate supplies of 
particular types of goods which the visiting merchants and captains 
sought after often pushed up the prices suddenly. Thus, while prices of 
some goods were artificially kept low at their points of origin and high at 
their points of sale by the monopoly (usually backed by political power) 
exercised by chartered companies or groups of European traders acting 
collectively, the prices of goods which were sold and bought in a relatively 
open market fluctuated severely from one season to another.”* At times the 
fluctuations were also caused by the miscalculations of monopoly 
companies.’* 

Faced with long sea voyages and uncertain contacts captains of ships 
tried to carry goods which would be most easily marketable in the ports 
they wanted to visit. As far as trade between Asia and Europe was 
concerned there was, however, until the end of the eighteenth century, 
almost a perennial imbalance in the commodity trade. Asian countries 
wanted very few of the European goods, and the Europeans wanted vast 
quantities of Asian commodities—both manufactured and agricultural. 
Thus, for a long time European voyagers had to carry a large amount of 
bullion—either gold or silver—in order to be able to buy Asian goods. . 

At the same time, gold and silver’ were not equally acceptable in all 
countries, their relative prices varied from one season to another, and 
some coins became virtually token money, exchanging at particular times 
and places for values higher or lower than their intrinsit metallic content.”® 
Changes in relative values among different European countries led to 
unforeseen flows of coins of particular types. At times, when the export of 
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coins was legally prohibited—as it sometimes was—they also led to the 
flow of melted-down coins from one country to another and to the de- 
basement of such coins as were made of the relatively undervalued metal.” 

In the eighteenth and early nineteenth centuries the price of gold in 
relation to that of silver was, by and large, higher in European countries 
than in Asia. One reason was that while many European countries were 
moving over to the gold standard, silver coins were the legal tender.in most 

arts of Asia, except the kingdoms or territories on the Coromandel coast 
of India.’”® The European companies and traders obtained the major 
supply of their silver from the silver mines in the Spanish American 
empire. 

Whether the foreign exchange was obtained by bartering one basket of 
goods for another and selling the second basket in another market or 
whether it was earned by simply selling Asian goods in Europe or the West 
Indies for silver, most of the operators in the foreign exchange market were 
also involved in foreign trade. This was true as much for the ‘interlopers’ 
or free merchants engaged in country trade as for the chartered companies. 
Thus the distinction between banking and commerce that came to be 
accepted particularly in countries following the Anglo-Saxon tradition of 
commercial banking was practically meaningless for most Asian countries 
for the whole of the eighteenth century. Even in the early nineteenth 
century profitability in trade could often be raised by concealing vital 
information such as prices of traded commodities, relative prices of gold 
and silver and such internationally acceptable coins as the Spanish dollar 
in particular markets, and rates for foreign bills of exchange so that even 
dealing in bullion, coins or bills of exchange involved the placing of 
reliable informants in nodal markets.” 

In the late eighteenth century, despite the conquest of Bengal by the 
English East India Company and the control of the external trade of the 
Indonesian archipelago by the Dutch East India Company, the chartered 
companies often found it necessary to export specie to Asia. The tribute 
exacted by these companies was still not enough to meet their deficits on 
merchandise account with India, China and other countries in Asia put 
together. In this situation interlopers and free merchants came to their 
aid by increasing the volume of their intra-Asian trade, and acquiring 
bullion and coins in the process. Anthony Lambert calculated around 
1793 that about Rs 50 ‘akhs worth of goods were exported eastward (that 
is, to China, Malaysia, Burma, etc.) from Calcutta and imports into 
Calcutta from the Far East, including silver, came to Rs 20 lakhs only. 
Thus the shippers must have remitted Rs 30 lakhs to Europe in bills of 
exchange.®! | 

The major part of the bills of exchange between India and China or 
Europe were probably still handled by the chartered companies, especially 
the English East India Company. But private agency houses had sprung 
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up to handle bills of exchange between different parts of Asia, especially 
between China and the three major ports of India, and they had corres- 
pondents in London on whom they could draw in return for the export of 
Asian goods to Europe and, of course, for the payment in silver or gold 
coins in Asia.*? American business firms had correspondents in London 
and they generally took bills of reputed London firms for discounting in 
India or China. But they also took dollars which often yielded them a 
profit, especially during the period of the Anglo-French wars from the 
1790s to 1814-15. (Thus, as in later periods in this earlier period -too 
Indian exports to the Americas helped lubricate the British imperial 
payments mechanism—but on a much smaller scale.) 

After the ending of the Company’s legal monopoly of trade between 
India and Europe in 1813 and the enormous growth of India’s exports to 
China (particularly of opium and cotton) the importance of private agency 
houses and their bills increased in relation to those of the Company. This 
shift is best seen in the case of the British trade conducted through Canton. 
For the year ending 30 June 1828 British imports into and exports from 
Canton appeared as in Table 3.3. 


Table 3.3 
~ British imports into and exports from Canton, 1827-28 (in Spanish dollars)* 


Imports Exports 
Company’s Pnvate Totalt Company's Private Total 
account account account account 


4,518,957 15,364,000 20,364,600 8,479,285 9,656,767 18,136,052 


SOuRCE Evidence of Charles Marjoribanks before the Select Committee of House of Commons, 
1830, p. 635, as summarized by Greenberg: Brittsh Trade and the Opening of China, pp. 13-14. 
NOTES * A Spanish dollar had a bullion value of 4s. 2d., but its exchange value varied between 3s. 
11d. and 5s. Greenberg used a conversion rate of 5s. to the dollar. 
t The total does not tally with the sum of figures in the first two columns, presumably 
because of rounding-off errors. 


About half of the Company’s imports consisted of European goods and 
the rest consisted almost exclusively of Indian cotton. Under 2 per cent of 
private imports came from Europe and of the rest opium and raw cotton 
(both produce of India) accounted for about $11.2 million and $3.5 million 
respectively. Almost two-thirds of private exports (about $6.1 million) 
consisted of silver, and about $1.1 million of silk. The Company’s exports 
consisted almost exclusively of tea. Private remittances were made by 
depositing silver at the Company’s Canton Treasury and taking out bills 
of exchangé. The total taken out this way came to $2.9 million, most of 
them being on the Company’s Bengal settlement. 
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These figures underscore the fact that in 1828 the Company still handled 
the major part of the business in bills of exchange. The situation at Canton 
changed in the 1830s when American bills of exchange began to play a 
more and more important part. However, whoever handled this business 
in bills of exchange was still heavily engaged in foreign commerce. The 
business was risky but highly profitable, and served as a potent instrument 
for controlling or at least monitoring the moves of potential competitors. 
Thus, neither the Company nor the private agency houses which were 
heavily represented on the board of the Bank of Bengal from the very 
beginning would have had an incentive to relinquish the foreign exchange 
business, even if contemporary canons of Anglo-Saxon banking had per- 
mitted the handling of such business by the Bank of Bengal. 


NOTES 


1, F. Buchanan: An Account of the Districts of Bihar and Patna in 1811-1812, vol. 11 (Patna, 
Bihar and Orissa Research Society, n.d.), p. 698. 

2. An excerpt from Colonel Wade’s report on the trans-Indus trade is given in the Report 
of the Bombay Chamber of Commerce for the Fourth Quarter 1839-40, Appendix. 

3. There was a hierarchy of bankers as of merchants in most parts of the country, 
ascending from the petty village money-lender to a house such as that of the Jagat Seth 
which at the peak of its power controlled the whole public revenue and credit system of 
Bengal and Bihar. The hierarchies, of course, varied from region to region. For an early 
description of the hierarchy of bankers see Cooke: Banking in India, pp. 13-14; for a 
similar classification of merchants and trade see Buchanan: An Account of the Districts of 
Bihar and Patna, pp. 682-96. For an account of the house of Jagat Seth see J.H. Little: 
The House of Jagatseth, with an introduction by N.K. Sinha (Calcutta, Calcutta Historical 
Society, 1967). | 

4. For evidence and controversy regarding this aspect of Indian banking see J. Habib: 
‘Usury in medieval India’, Comparative Studies in Society and History, vol. V1, 1963-64; 
G.T. Kulkarni: ‘Banking in the eighteenth century: a case study of a Pune banker’, 
Artha Vijnana, vol. XV, 1973; and F. Perlin: ‘Money-use in late pre-colonial India and 
the international trade in currency media’ (mimeographed), Mughal Monetary 
Conference, Duke University, June 1981. For an authoritative account of the pre- 
British monetary system in India see 1. Habib: ‘Monetary system ahd prices’ in T. 
Raychaudhuri and I. Habib (eds.): The Cambridge Economic History of India, vol. | 

“ (Cambridge, Cambridge University Press, 1982). 

5. Crawfurd: A Sketch of the Commercial Resources and Monetary and Mercantile Sysiem of British 
India, chapter V; Cooke: Banking in India, pp. 17~18; H. Sinha: Early European Banking mn 
India (London, Macmillan, 1927), pp. 1-122; Greenberg: British Trade and the Opening of 
China, pp. 152-70; Furber: Rival Empires of Trade, pp. 289-97. 
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R.S. Rungta: Rise of Business Corporations in Indie, 1851-1900 (Cambridge, Cambridge 
University Press, 1970), p. 70. 

Gooke: Banking in India, p. 145. 

Besides Sinha: Early European Banking in India, an article by B. Ramchandra Rau: 
‘Organised Banking in the days of John Company’, Bengal Past and Present, January- 
March and July-December 1929, is valuable for tracing the early history of European- 
controlled banking in India. 


. K.N. Chaudhuri: The Trading World of Asia and the English East India Company (Cambridge, 


Cambridge University Press, 1978), p. 98. 


. Rau: ‘Organized banking in the days of John Company’. Dodwell, however, has 


claimed that such a bank never existed. H. Dodwell: Report on the Madras Records 
(Madras, Madras Record Office, 1916). 


. H.D. Love: Vestiges of Old Madras (London, John Murray, 1913), p. 422, and Gupta: 


“Lord William Bentinck in Madras’, p. 249. 


. Tamil Nadu Archives, Public Department Consultations, Fort St. George, February 


1795, vol. 197B, pp. 596 and 660. 


. Gupta: ‘Lord William Bentinck in Madras’, p. 250. 
. Thomas Parry, the founder of Parry & Co., had George Garrow, a civil servant, as his 


partner between 1797 and 1800. Garrow resigned from the firm only when he was told 
to choose between commerce and service by the second Lord Clive, then Governor of 
Madras. See H. Brown: Parry’s of Madras (Madras, Parry & Co., 1954), pp. 18, 22. 
The House of Binny (Madras, Binny & Co., 1969), pp. 19-20. Both Thomas Parry and 
John Biny, the founders of the two biggest British firms operating in Madras at the 
time of independence, had at one time or another been in the employ of the Nawab of 
Carnatic and his creditors. Parry seems to have engaged in some pretty dubious 
transactions, such as presenting a forged Carnatic bond for settlement (an enterprise 
that failed) and acquiring a house from the Nawab of Carnatic (no less than the 
premises of ‘Parry’s Corner’—the headquarters of the firm) on the basis of a rather 
dubious title. Parry, Abbot, and R.A. Maitland used Parry’s dubash Avadhanam 
Paupiah to present various false claims and harass a group of three commissioners sent 
by the Supreme Government in Calcutta to investigate the validity of claims made by 
the so-called creditors of the Nawab of Arcot. Once Parry was even ordered back to 
England by the Court of Directors. At last, in 1809, the Government took decisive steps 
against this group of troublemakers. ‘Mr. Benjamin Roebuck, who combined trade 
and official position, and who was Paymaster-General and Master of the Mint as well 
as partner in the firm of Abbot, Roebuck and Maitland, was removed from his 
appointments at Madras and ordered to proceed without delay to Vizagapatam and to 
take charge of the Factory there. Mr. R.A. Maitland, the third partner in the firm of 
Abbot & Co., was removed frum the office of Magistrate in the Presidency. Mr. 
Thomas Parry, against whom the Directors’ orders for his return to England had never 
been enforced, was informed that he should now be prepared to embark at the earliest 
opportunity. By these measures the small clique which had paralyzed the work of the 
Bengal Commissioners was broken up and they were left free to continue their inquiries 
in peace’. A. Cardew: The White Mutiny (Londun, Macmillan, 1929), Appendix B. Parry, 
of course, did not leave India then and managed to make his fortune. But these 
goings-on vividly illustrate the financial morality of the British traders (and some of the 
top government officials) in Madras at that time 
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Tamil Nadu Archives, Public Department Sundries, 1799~1800, al. No. 140-B, Fort 
St. George, November 1799. 
It is interesting to see that while Kindersley and Clerk quoted Sir James Steuart in 
support of excluding the Company from any share in the management or ownership of 
the bank, their private interests were very much in evidence behind the quoted 
principles. Thomas Cockburn and Nathaniel Edward Kindersley figured among the 
founders: of the Carnatic Bank and among the signatories of the petition to the 
government in 1791 to receive the notes of the same bank into the public treasuries. 
Love: Vestiges of Old Madras, pp. 422-24. When Cockburn and Kindersley drew up their 
scheme as members of the Committee on Finance of 1798 they specifically stated that 
while the bank should lend on the basis of the security of Company's paper, there 
should be an exception ‘in favour of loans (never to exceed three lakhs) on the like 
security of Nabob’s paper, belonging immediately to the party borrowing, also in 
favour of the discount of short bills on collateral personal security to the amount of two 
lakhs’. Their failure to make any explicit provision for shareholding by Indians 
presumably means that they wanted the government-backed bank to be entirely 
controlled by Europeans. 
Banerjea: /ndian Finance in the Days of the Company, chapter III. | 
Tamil Nadu Archives, Public Department Sundries 141—A, 1806-1808, Hurdis’ Minute 
dated 8 December 1807. 
Tamil Nadu Archives, Extract from Public Sundries, vol. 75, 1807-U8, Proceedings of 
the Committee against the conduct of Major Buchan and Smith of the Finances in the 
years 1804 to 1806; and Tamil Nadu Archives, Public Department Sundries 141A, 
1806-08, Report of the Commission of Finance, 1808. 
The situation was so grim that the Government of Madras offered special inducements 
to private shippers for importing rice from the Bengal Presidency and even exempted 
neutral shipping from the usual restrictions. It offered to buy the rice at a fixed rate if 
the importer desired to sell it to the public authorities or to allow the importers to 
dispose of it in the open market. These offers were publicized by the Bengal Government 
in the Calcutta Gazette. See H.D. Sandeman (ed.): Selections from Calcutta Gazettes of the 
years 1806 to 1815 wnclustve (Calcutta, Office of Superintendent of Government Printing, 
1868), pp. 31-32. 
See, for example, Saradu Raju: Economic Conditions in the Madras Presidency, Appendix 
VIII. 
Brown: Parry’s of Madras, p. 31. Apparently Bentinck had risked his ‘personal bond’ to 
save this firm. See John Rosselli: Lord William Bentinck: The Making of a Liberal 
Imperialist 1774-1839 (Delhi, Thomson Press, 1974), p. 280. 
The following account is based on Dodwell: Report on the Madras Records, paras. 62-69, 
and Gupta; ‘Lord William Bentinck in Madras’, pp. 249-63, 
Bentinck later recorded that his real reason for refusing to receive the notes of the new 
bank into the public treasury was that he believed the bank to have been established 
for the sole purpose of supporting the tottering house of Chase & Co. He claimed that 
later events had proved him right and the house had received accommodation beyond 
what the rules of the Asiatic Bank warranted. See Tamil Nadu Archives, Secret 
Sundries vol. 16, part I, Consultations on the Government Bank 1805, 1806 and 1807, 
Bentinck’s minute dated 6 December 1805. 
Gupta: ‘Lord William Bentinck in Madras’, p. 262, fn. 2. Gupta quotes Bentinck’s 
minute dated 3 March 1807 but does not make clear in which units the bank notes and 
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specie were expressed. I am assuming that the units were pagodas because government 
accounts were kept in pagodas in Madras at the ume. 

For an account of the affair which was the main factor for Bentinck’s recall by the Court 
of Directors before his term as Governor was up see Gupta: ‘Lord William Bentnck in 
Madras’, chapter V, and Rosselli: Lord William Bentinck, pp. 50-54, 142-45. 


. Dodwell: Report on the Madras Records, para. 65. 
. See letter from Henry Lee, Calcutta, to Andrew Cabot, Boston, dated 21 May 1812, in 


Porter: The Jacksons and the Lees, vol. U1, p. 1014. 


. G.H. Hodgson: Thomas Parry—Free Merchant, Madras 1768-1824 (Madras, Higgin- 


bothams, 1938), p. 191. 


. Lane Poole: The History of the Moghul Empevors of Hindostan, p. xcvii. 
. Lid. p. xcviii. 
. The following sketch is a summary of the account given in Materials Towards a Statistical 


Account of the Town and Island of Bombay, part I, vol. 11, Trade and Fortifications (Bombay, 
Government Central Press, 1894), pp. 240~49. 


. ‘Oarts: a coconut garden. The word is peculiar to Western India, and is a corruption 


of Port. orfa (now more usually horta)’. Yule and Burnell: Hobson-Jobson, p. 635. ‘Batty 
grounds’ probably meant washermen’s establishments for working and bleaching 
cloth. 

S.M. Edwardes: The Rise of Bombay: A Retrospect (Bombay, Times of India Press, 1902); 
and idem: The Gazetteer of Bombay City and Island, vol. 11 (originally published in 
Bombay, 1909; reprinted, Bombay, Gazetteer Department, Government of Maha- 
rashtra, 1978), pp. 46-138. 


. Nightingale: Trade and Empire in Western India, chapter 3. 

. fbid., p. 24. 

. J. Douglas: Bombay and Western India, vol. 1, p. 169. 

. C.H. Philips (ed.): The Correspondence of David Scott, vol. 1 (London, Royal Historical 


Society, 1951), p. xi. 


. Furber: John Company at Work, pp. 221-22. 
. RJ. Mackintosh (ed.): The Memoirs of Sir James Mackintosh. el I, p. 207, quoted by 


Nightingale: Trade and Empire in Western India, p. 97. 


. Lbid., chapter 3; see also C.E. Buckland: Dictionary of Indian Biography (London, Swan 


Sonnenschein & Co., 1906), pp. 55-56, on the career of Murdoch Brown (1750-1828). 
The depredations of Murdoch Brown, Souza and their associates in Malabar, Gujarat 
and Kathiawar and the earlier activities of private traders and Company arvants in 
Bengal illustrate the point that under the regime of Company monopoly some of the 
most blatant excesses were committed during the process of transition to regular 
government by the Company’s bureaucracy. 


. Nightingale: Trade and Empire in Western India, chapters 5-8. Nightingale thinks that 


unlike Malabar, the imperialism of the private traders seems to have found a more 
constructive form in Gujarat and Kathiawar. /bid., p. 241. She secms to have overlooked 
the restrictions on the peasants’ freedom of choice and the resulta..t increase in their 
poverty that the private merchants’ and the Company’s monopsony involved. 


. Banerjea: Indian Finance in the Days of the Company, p. 93. 
. In the ‘Forbes Correspondence’ reproduced by James Douglas in his Bombay and 


Western India, vol. 1, there is a private letter addressed by the Accountant-General, P,P. 
Travers, dated 1! May 1804, to Charles Forbes, which goes as follows: 
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‘Dear Forbes, 

Poverty again begins to stare me in the face. I have only a balance of Rs.3,233. 
Kindly inform his honour. 
Yours etc. 


Sd/- P.P. Travers’ 


This letter and the one immediately following (dated the same day, 11 May 1804) 
from Forbes to Duncan shows that Forbes had a more direct access to the Governor 
than the Accountant-General. 


. Douglas: Bombay and Western India, vol. 1, p. 241. 
. Nightingale: Trade and Empire in Western India, p. 188. As in other parts of India, 


whenever a piece of territory came under the Company’s administration the weavers 
and other producers who supplied (or were forced to supply) goods to the Company in 
Gujarat found their meagre earnings further reduced by the monopsonistic exactions 
of the Company or the British private traders in alliance with it. Thus, in 1803 John 
Smith, the assistant resident at Cambay, found that the cost of cotton cloth in the newly 
acquired weaving towns of Kaira, Nadiad, Dholka and Moonda was higher than in 
Surat, and he concluded ‘that the Company had used its authority with good effect to 
lower prices’. /bid., p. 216. 


. Douglas: Bombay and Western India, vol. 1, pp. 466-67. 
. [bid., letter no. 1, pp. 253ff. 
. A similar procedure was adopted by the Bank of England between 1798-1816 when in 


view of the specie crisis Spanish dollars were stamped with the head of King George III 
and put into circulation. See Sir John Clapham: The Bank of England: A History, vol. 11 
(Cambridge, Cambridge University Press, 1970), chapter I, p. 4. 

See letter no. 10 of “The Forbes hi in, Douglas: Bombay and Western India, 
vol. I. 

The European merchants had been, even before this, trying to pressurize the govern- 
ment to cease exporting cotton to China, and thus raise prices. Forbes had claimed in a 
letter to Duncan, dated 22 January 1804, that the prices of cotton at Canton had fallen 
by almost 50 per cent within the preceding year, and that unless the Company ‘again 
united its interest with the merchants to force down the price of cotton to the 
northward the trade would not only ruin the merchants but inflict heavy losses on the 
Company’. Nightingale: Trade and Empire in Western India, p. 220. 

Ibid., p. 224. 

Bombay Archives, Commercial Department, letters from the Court of Directors to the 
Governor in Council, Bombay, vol. 4 (for 1801-05), letter dated 10 April 1805. See also 
letter from Charles Forbes, dated 30 December 1805, to the Governor of Bombay, in 
Bombay Archives, Commercial Department Diary, vol. 50. : 


. Nightingale: Trade and Empire in Western India, p. 224. 

. Ibid., p. 230. 

. Greenberg: British Trade and the Opening of China, pp. 88-93. 

. Ibid., p. 62. 

. Cooke: Banking in India, pp. 201-02; Sinha: Early European Banking in India, pp. 4-5, and 


Rau: ‘Organised banking in the days of John Company.’ 


. For a more detailed accoutant see N.K. Sinha: The Economic History of Bengal, vol. I 
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(Calcutta, Firma K.L. Mukhopadhyay, 1965), pp. 154-56; and S.L.N. Simha: History 
of the Reserve Bank of India, 1935-51 (Bombay, Reserve Bank of India, 1970), pp. 6-9. 
Cooke: Banking in India, pp. 202-05. 

Thus Sinha’s claim in his Early European Banking in India, that the General Bank was the 
first joint-stock company in India with limited liability, cannot be sustained. 

Ibid., p. 80. 

For a discussion of Steuart’s scheme see Sinha: Early European Banking in India, pp. 
49-57, and J.C. Sinha: Economic Annals of Bengal, pp. 125-27. 

Sir James Steuart: Principles of Money applied to the present state of the Coins of Bengal, as 
quoted by Sinha: Early European Banking in India, pp. 54-55. 

For a discussion of Steuart’s monetary and banking theory see S.G. Checkland: Scottish 
Banking: A History, 1695-1973 (London, Collins, 1975), pp. 256-60; see also, Schumpeter: 
History of Economic Analysis, pp. 293-97. 


. Quoted by Simha: History of the Reserve Bank of India, p.\\. Rickards’s proposals and the 


comments of the Governor-General in Council] thereon are contained in Minutes of 
Evidence Taken before the Lords Committees: Papers relating to East India Affairs 1813 (U.K. 

Parliamentary Papers), pp. 89-118. 

This aspect of Indian banking had not escaped the notice of C.N. Cooke. See Cooke: 
Banking in India, pp. 12-13; see also, Little: House of Jagatseth. 

A system of settling accounts in terms of ant, a purely fictitious currency, in the nature 

of accumulation of credits and debits by making book entries and clearing them at the 

end of a specified period or on a specified day was current among Gujarati merchants 

since at least the beginning of the eighteenth century. This system combined the 

features of issue of notes by bankers and cheques by individual merchants. See Ali 
Muhammad Khan: Mirat-i-Ahmnadi: A Persian History of Gujarat (Baroda, Oriental 

Institute, 1968), chapter 158, and Bagchi: ‘Merchants and colonialism’. 

The official History of the Reserve Bank of India (p. 3) misspecifies the origin of the idea of 
central banking in India when it invokes Rickards’s scheme or even the proposal for 

the amalgamation of the three Presidency Banks as foreshadowing a ‘central bank’. 

Neither of the functions it mentions, namely, that of note issue and of being banker to 

the government, are peculiar to central banks. The General Bank of India of 1786 to 

which Sinha devotes so much attention in his Early European Banking in India (pp. 10-26, 

37-40) was for a time banker to the government and had the power of note issue. The 

Fiistory of the Reserve Bank of India does not even mention this bank. Nor does it mention 

Tucker’s plan which led to the setting up of the Bank of Bengal. 

Furber: Rival Empires of Trade, chapters 3, 5, 6. For the account of how British country 
traders encroached on the province of the Dutch see Furber:_Jokn Company, pp. 175-82, 
and Furber: Rival Empires of Trade, chapter 6. 

Ibid., pp. 255-56. 

On the operations of the Dutch East India Company in enforcing its monopsony in 

the Indonesian archipelago see, C.R. Boxer: The Dutch Seaborne Empire, 1600-1800 
(Harmondsworth, Penguin Books, 1973), chapter 7; J.S. Furnivall: Netherlands India 

(Cambridge, Cambridge University Press, 1944) chapter II, and J.H. Parry: Trade and 
Dominion (London, Sphere Books, 1974), chapters 4 and 5. 

On problems of exercise of control over supply bases and markets by the English East 

India Company see Chaudhuri, The Trading World of Asia, chapters 2 and 4. 

Thus, for example, while the ‘pillar dollars’ issued by Peruvian mints after 1650 were 

supposed to be equal in their fineness to the dollars issued by the Mexican and Seville 
mints, they were still distrusted in the 1660s in the pepper ports of Indonesia, since the 
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coinage of Lima and Potosi had been debased earlier. See Chaudhuri: The Trading 


World of Asia, p. 170. More than a century and a half later the British merchants found 


that the Chinese put a much higher value on ‘Carolus’ dollars than on the new 
‘Independent’ or ‘Republican’ dollars although the intrinsic values of the coins were 
the same. Again, the Chinese often sold their own sycee silver at a discount although the 
best variety had a high degree of fineness and also contained small quantities of gold, so 
that British merchants made a profit by remitting it to Calcutta and other places. See 
Greenberg: British Trade and the Opening of China, p. 159; and James Prinsep: Essays on 
Indtan Antiquities, Edward Thomas (ed.) aa 1858), vol. I1, ‘Useful Tables’ (in the 
Appendix), pp. 33-34. 

For examples of these types of disequilibria as between England, France, the Netherlands, 
etc. see Chaudhuri: The Trading World of Asia, pp. 164-65. 

Furber: Rival Empires of Trade, pp. 232-33; Chaudhuri: The Trading World of Asia, pp. 
172-82. Chaudhuri mentions the downward decline of the price of gold in relation to 
that of silver in the late seventeenth century. One reason may have been the overthrow 
of the southern kingdoms by Emperor Aurangzeb and the increasing introduction of 
the silver coinage of the Mughal empire in place of the traditional gold coins (which, 
however, continued to circulate). 

Porter: The Jacksons and the Lees, pp. 67-68, on the difficulties of obtaining reliable 
information in distant ports. See ibid., pp. 688-89, for a letter from P.T. Jackson, 
Boston, 10 November 1810, to G. Lee, Jr., containing instructions for juggling the 
market through deliberate misrepresentation of the international situation. 

The pressure on the treasury of the English East India Company resulting from 
excessive drawing on it by its Bombay servants (who used bills of exchange above the 
permitted limits), and the necessity of encouraging trade by private merchants to 
China and remittance of their fortunes through the agency of the Company establish- 
ment are vividly brought out in a series of letters from the Court of Directors of the 
Company to the Bombay Council between 1766 and 1772, quoted in Matercals Towards 
a Statistical Account of the Town and Island of Bombay, vol. 1, Trade and Fortifications, pp. 
232-37. 

Furber: John Company, pp. 182-84. 

For an account of the variety of business handled by agency houses in China and India 
see Greenberg: British Trade and the Opening of China, chapter VI. Inthe correspondence 
of the Jacksons and the Lees, two important American business families trading with 
India, we come across accounts of a wide diversity of business, handled by Alexander 
& Co., Cruttenden Mackillop & Co., and so on. Alexander & Co. was insuring the 
cargo shipped by Henry Lee and his associates through the Calcutta Insurance 
Society; Cruttenden Mackillop was handling the actual shipping of some of that cargo; 
Cruttenden Mackillop consigned goods to the West Indies on board the Princess 
Charlotte, commanded by Captain William Turnbull, in December 1814, in anticipation 
of peace; the agency houses were lending money at exorbitant rates of interest to 
newcomers wishing to purchase goods from Calcutta and making purchases for them 
and charging commissions for all manner of services. In May 1815 Henry Lee judged 
that all the agency houses still stood firm, but ‘Alexander’s house’ was the most solid 
and it would be a good investment to lend money at Calcutta to merchants at 9 to 12 
per cent interest. See Porter: The Jacksons and the Lees, p. 1135. For the variety of agency 
house business see tbid., pp. 1017—34, 1118-20, 1127-43, and 1168-70. 

Porter: The Jacksons and the Lees, pp. 1014, 1085. 


Chapter 4 


The precursor: the Bank of Calcutta, 
1806—1808 


4.1 Tucker’s plan 


The Bank of Bengal can be considered to be the brain-child of Henry St. 
George Tucker, the Accountant-General of the Government of Bengal and 
eventually the chairman of the East India Company. He was born on 15 
February 1771, in St. George’s island, one of the group of islands known as 
the Bermudas, and was the eldest child in a family of ten sons and one 
daughter. On both sides of his family he was of ‘gentle blood’.' He was 
shipped to India in 1786 when he was a lad of fifteen. He became a protégé 
of Thomas Law, then Collector of Behar (Gaya) and influential in the 
policy debates leading to the Permanent Settlement in Bengal (1793). 
Starting in the winter of 1787-88 as an uncovenanted clerk in the Secretanat 
Department in Calcutta at a salary of Rs 200 per month, Tucker passed 
successively through the positions of Assistant to the Commercial Resident 
at Commercolly (Kumarkhali) and Hurriaul (in 1788), and Assistant to 
the Accountant of the Board of Trade (in 1790). In this last position he also 
assisted Sir William Jones as a clerk. (From these two appointments he 
had an income of Rs 600 per month.) In 1791 he joined John Palmer (of the 
agency house of Palmer & Co.) in some mercantile speculations which 
went badly for him. Finally, in 1792, Tucker attained the coveted goal of 
an appointment in the covenanted civil service of the Company—an 
assistant in the Accountant-General’s Department. In order to augment 
his salary he also acted for some time as a Commissioner of the Court of 
Requests. In 1793 he. was appointed Register (or Registrar in the modern 
form) to the Zillah Court of Rajshaye (Rajshahi). At this time he made 
friends with Henry Colebrooke, whose work on the agriculture and com- 
merce of Bengal we have already referred to. 

In 1794 Tucker became Assistant to the Register and later Deputy 
Register of the Sudder Dewany and Sudder Nizamut Adawluts, and 
Assistant to the Secretary to Government in the Revenue and Judicial 
Departments. He was going quickly up the official ladder. In 1796, when 
George Barlow became Chief Secretary to the Government of Bengal, 
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Tucker succeeded him as Secretary, or rather, ‘as official nomenclature 
went in those days, Sub-Secretary in the Revenue and Judicial 
Departments’.? Tucker accompanied Lord Mornington on his Mysore 
campaign in 1799 as Military Secretary. In October 1799 his title was 
changed to that of Secretary to Government in the Revenue and Judicial 
Departments. He acted as Accountant-General in 1800 when the in- 
cumbent, R.W. Cox, fell ill. In 1801, when Cox was elevated to be 
Member, Board of Revenue, Tucker was appointed Accountant-General 
in his place. And it 1s as Accountant-General that Tucker submitted his 
plan for the Bank of Bengal to the Governor-General.* 

However, according to his biographer, J.W. Kaye, even before the 
arrival of Lord Mornington as Governor-General in Bengal Tucker had 
completed (by 1798) 


a scheme for the establishment ofa Bank, by order of the Governor-General in Council who 
was to be competent to pass such rules and regulations for its better administration as 
might appear necessary to him.‘ 


Kaye has cited the correspondence of Tucker in 1789 with his mentor 
‘Thomas Law, which shows that while still in his teens Tucker had an 
impressive command over the economic and financial problems of con- 
temporary Bengal. He shared the ideas of most of the advocates of freer 
trade (though later on in life he would emerge as a stout champion of the 
privileges of the Company). His intimacy with John Palmer and other 
private traders and his own experience as a private speculator further 
inclined him towards allowing private European merchants a greater say 
in the financial management of the country. In course of these letters he 
argued that there were important, ‘irremoveable’ reasons which would 
tend to keep the rent or surplus of the land rather stagnant under the 
management of the Company. 


Ist. There is not so great a consumption of the valuable articles of produce, as under the 
Musulman Government. 

2nd. The revenue collected from the lands is not again circulated and retained in the 
country. 

3rd. European individuals remit their private fortunes to England and other parts; and 
drain this country of its specie. 

4th. The {vomipany monopolise; and there is no perfect a aa of trade in any of its 
branches.* 


Thus, Tucker was under no illusion about the economic effects of the 
rule of the Company. Not only Tucker, but other, more exalted, members 
of the ruling race (such as Sir John Shore) recognized the fact of the ‘drain’ 
from Bengal and its harmful effects; the ‘drain’ not only impoverished 
Bengal but also hampered trade. At that stage of his life Tucker even 
favoured raising more revenue by means of customs duties upon manu- 
factured articles, ‘rather than resorting, for the supplies of the state, 
exclusively to an immoderate land-tax’.* There is no evidence that Tucker 
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ever tried to put such a scheme into effect when he came to play a 
iy I 
dominant role in the financial management of the Company's government 


in India. 

Tucker put forward his scheme for a bank officially in a letter to the 
Governor-General, dated 17 October 1801. As we have noted earlier, the 
wars unleashed by Wellesley and the continued demands of the Company 
for ‘investment’ had badly damaged the financial situation of the Company. 
In the spring of 1801 12 per cent treasury notes were selling at a discount of 
3 or'4 per cent. Silver coins had become extremely scarce; the government 
not only had trouble collecting the revenue but was also losing in the 
conversion from gold to silver (since much of the revenue was paid in gold 
coin) because gold coins were at a discount of six to seven per cent.’ 

In his letter forwarding the scheme® Tucker mentioned the desirability 
of combining the virtues of both a private and a public insitution. He was 
writing on the basis of intimate personal experience, as a quondam private 
merchant and public servant of the Company, which itself was a private 
body. But his view was also in line with official opinion in Calcutta at the 
time. Tucker referred explicitly to the Amsterdam Bank as an example of 
how the advantages of both a public and a private institution could be 
combined in the same body.’ But the lesson could also have been learned 
from the history of the Company’s government in India. 

As we have seen earlier, the intermeshing of the private and public 
affairs of the Europeans in eighteenth-century India occurred at many 
levels. But by the beginning of the nineteenth century a clear functional 
division between the general administration and supervision of the 
Company and the private commercial affairs of agency houses and other 
European merchants, with the active support of the Company’s servants, 
was Clearly taking shape. The Bank of Bengal could now take up the 
intermediate ground between the private and the public interests of the 
Europeans in [ndia, without fear of being a mere department of the 
Company’s government or a mere tool in the hands of fly-by-night ad- 
venturers. As we shall see, it also became a powerful instrument for 
consolidating the dominance of European merchants over Indian bankers 
and merchants in Calcutta. 

In early 1806 Bentinck’s scheme for the Government Bank in Madras 
was passed on to Tucker for his comment. Tucker disapproved of the 
scheme on the following grounds:'® (a) A government bank would be 
regarded as just a branch of the government treasury. (6) It could have no 
credit independently of the credit of the government as 


There [were] no individuals interested in maintaining its credit or from whom it could 
expect assistance to enable it to overcome a temporary difficulty, and with the first shock 
which the credit of Government [might] sustain, its Bank [would] be annihilated. 


(c) The government could not expect to receive any major help in times of 
financial stringency, for the credit of the bank and the value of any: bank 
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notes it might issue would be endangered precisely when government 
finances were embarrassed. (@) Finally, 


as the Bank at Madras [did] not propose to grant either private loans or discounts, it 
[would] not afford the smallest assistance to individuals in their commercial dealings nor 
furnish the means of rendering the capital of the community more generally available. 


As‘it turned out, Tucker proved to be wrong in his prognostication as far 
as Madras was concerned. There was not enough private European 
business in Madras to sustain a sizeable semi-government bank profitably, 
as the failure of the attempt to establish such an institution immediately 
after Bentinck’s departure from Madras showed. (Immediately after its 
establishment the Bank of Madras also faced enormous difficulties in 
finding profitable investment opportunities.) ‘The Government Bank did 
lend to private individuals, and its note circulation proved to be equal to 
that of the semi-government Bank of Madras. 

So, the success of Tucker’s plan must be attributed as much to the 
circumstances of Calcutta and the Government of Bengal as to the ‘sound- 
ness’ of the principles underlying it. . 

At the very beginning of his Account of the Presidency Banks Brunyate 
quoted approvingly the following passage from the Report of the Bombay 
Bank Commission (commonly known as the Jackson Commission) as pro- 
viding the rationale for the setting up of the Bank of Bengal. 


At the beginning of the century the European mercantile community was small, and 
consequently when the Government wished to raise large sums of money for the wars in 
which they were constantly engaged, they were obliged to look chiefly to the native 
mercantile community for the money required. The mode of raising money in those days 
was by the issue of what were called Treasury Bills, and these bills, in consequence 
sometimes of a scarcity of coin and more frequently of a combination among the native 
bankers, could not be cashed, except at a heavy discount. 


There is little evidence justifying this kind of distinction between Indians 
and Europeans in this context (cf. section 3.2 on banking in Bombay and 
Madras around this time). The European mercantile community in India, 
as well as the Indians, would have played this game of manipulating the 
prices of treasury bills or government promissory notes for all it was worth. 
Tucker’s plan of 1801 was put into cold storage because the government's 
financial situation did not allow the temporary pause necessary for setting 
up a new institution of that kind. The plan for the Bank of Bengal was 
again seriously taken up when Sir George Barlow was Acting Governor- 
General in Bengal. Barlow did not distinguish between the European and 
Indian speculators in Company’s (or government) paper. He wrote that 
the bank would | 


afford the most essential aid to all the financial operations of this Government by defeating 
the measures and combinations to which the numerous individuals at this Presidency, who 
possess an extensive command of money, invariably resort for the depreciation of public 
securities, whenever an opportunity is afforded to them for that purpose, by the pressure of 
public or private distress."' 
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4.2 The foundation of the Bank of Calcutta 


We shall not discuss Tucker’s original plan (of 1801) but instead 
compare it, in the next section, with the actual charter of the Bank of 
Bengal. In this section we shall deal with the ‘Provisional Arrangement’. 
for the bank which took the form of the exclusively government-managed 
Bank of Calcutta. The official sanction for the Bank of Calcutta was 
contained in a letter from the Secretary to Government to J.W. Sherer, 
dated 27 February 1806, appointing the latter to the office of secretary and 
treasurer to the bank under the provisional arrangement for establishing 
the bank.'* The letter fixed the total expenses of establishment (inclusive 
of the salary of the secretary and treasurer at Rs 800 per month, the rent of 
a house at Rs 300 per month, the salary of a bookkeeper and a khazanchee 
or cashkeeper at Rs 300 each, a Portuguese writer at Rs 100 per month and 
total pay of an unspecified number of Bengali writers at Rs 80 per month) 
at Rs 2,500 per month. 

The arrangement for the bank could only be provisional because it had 
to be ratified by the Court of Directors (who had on earher occasions 
disapproved of any proposal to extend government support to any bank). 
The capital of the bank was to be Rs 50,00,000 in We hundred shares of 
sicca Rs 10,000 each. 


The ania of the Bank was to be subscribed for in a book to be opened at the Treasury. 
The shares (sicca Rs 10,000 each) were to be paid up in four monthly instalments of Rs 
2,900 each, commencing on the Ist May 1806. Three Government Directors were to be 
appointed at once to conduct the affairs of the provisional Bank, and six Directors 
nominated by the subscribers were to be elected after the permanent institution had been 
sanctioned by the East India Company in London. A Treasurer and Secretary was also to 
be appointed. Loans were to be made against security for a maximum period of two 
months, and which allowed a margin of at least ten per cent. The Directors were to be 
prohibited from advancing monies to any party who might previously have not punctually 
fulfilled his obligations to the Bank. The rate to be charged for loans was never to exceed ten 
per cent. The limit of two months was to apply to loans to Government, who were never to 
be indebted to the Bank for a greater sum than sicca Rs 5,00,000. Bank notes were to be 
issued in sums not less than ten rupees, nor exceeding Rs 10,000, in exchange for Govern- 
ment Treasury Bills: such notes to be receivable in payment of Government dues at the 
General Treasury, and at all the public Treasuries and offices in the Presidency. The Bank 
was to hold an equivalent amount of interest-bearing Treasury bills against all its notes in 
circulation. The Bank was to have the first refusal of all bills Government were prepared to 
sell on any of the Revenue Treasuries in the Provinces. In cases of doubt as to the procedure 
they should adopt, the Directors were to refer to the Governor General in Council for the 
necessary instructions for their guidance. In the event of the Hon’ble the Court of Directors 
refusing to sanction the proposed establishment, the Governor General in Council engaged 
to return to the subscribers their capital and interest at 10 per cent, by four monthly 
instalments, commencing from Ist November 1807.” | 


The remarks accompanying this provisional arrangement clarified the 
reasons for some of the functions of and conditions imposed on the bank. 
The merchants would obtain loans in specie at reasonable rates instead of 
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being at the mercy of ‘persons who make the purchase and sale of specie a 
matter of traffic’. This measure would also minimize the scope for specu- 
lative manipulations in the bullion market. Again, the bank’s operations 
were expected to stabilize the values of treasury notes and prevent their 
depreciation. The issue of bank notes in smaller denominations than those 
in which treasury bills were typically issued would meet the needs of 
merchants who engaged in transactions involving small (but not-too- 
small) sums of money. The provision for the issue of treasury bills on 
provincial treasuries would also bring down the exorbitant hoondtan that 
the merchants had sometimes to pay. The government’s ‘Explanatory 
Remarks’, in the words of Symes Scutt, anticipated that 

a note issue by a Bank backed by the Government, in which the Bank’s notes were to be 
given in exchange for Treasury Bills anc to be repayable in cash, the Bank meanwhile 
holding the Treasury Notes until due, and then drawing them with interest preferably in 
the shape of demand bills on Mofussil Treasuries, would considerably ameliorate the 
condition of the currency of the time, and also inter alia improve the financial standing of the 
Government. It is not quite clear how the Bank was to maintain an adequate cash reserve 
against its note issue, the only source apparently available being the deposits and such of 
the capital as might be available in cash. Meanwhile, of course, the Bank would be 
receiving interest from Government on the Treasury Bills held against its own note issue. 
The note issue appears to have been the bait held out to subscribers by the Government— 
the original promoters of the Bank—who looked to the institution they advocated to save 
the currency situation of the time."* 


We will not go into the details contained in the letter of 27 February 
1806. The eventual charter of the Bank of Bengal which became effective 
in 1809 is reproduced in an Appendix, and the purely organizational 
matters of that bank are noted in Chapter 9. It is interesting to note, 
however, that the government found it necessary to calculate the likely 
profitability of a bank established on the lines proposed by it. There were 
two major variants of this calculation, one assuming a note circulation of 
Rs 50 lakhs, and the second of Rs 30 lakhs only.'* These two variants are 
set out in Table 4.1. 


Table 4.1 
Expected profitability of a bank established according to the Bengal Government plan of 
February 1806 

Assumed note Establishment Dividend (or profitability) per cent 
circulation | charges assumed per annum with bank interest ori loans at 

(Rs) (Rs) 12 per cent 10 per cent 8 per cent 

p.a. p.a. p.a. 

50,00,000 30,000 19.4 16.068 12.734 
30,00,000 30,000 16.2 13.4 10.6 


N.B. The subscribed capital assumed in all these calculations was Rs 50 lakhs. 
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In-the Calcutta Gazette of 3 April 1806 the government announced the 
appointment of the government directors to the provisional bank, which 
was called the Bank of Calcutta.'* These directors were Richard Becher, a 
member of the Board of Trade, Richard Waite Cox, a member of the 
Board of Revenue and Henry St. George Tucker, the Accountant-General.!” 
The government originally announced its intention to establish the full- 
fledged Bank of Bengal by 1 May 1807 or wind up the provisional bank 
after that date if the Court of Directors.disapproved of the governments 
plan. Eventually, though, the consent of the Court was not received until 
the end of 1808. The Bank of Calcutta was thus in existence from 27 March 
1806, when the first board of directors was constituted, until the very end 
of 1808, since the Bank of Bengal opened for business with the public only 
on 2 January 1809. 


4.3 The working of the Bank of Calcutta 1806-1808 


The first meeting of the board of directors of the Bank of Calcutta was 
held on 9 April 1806 with Becher, Cox, and Tucker all present. The first 
item was the recording of a letter from the Government of India informing 
the directors that no servant of the Company was allowed to hold shares in 
the proposed bank. Those who had already subscribed to the bank were 
instructed to withdraw. Tucker then proposed that a letter be addressed to 
the Secret Department of the Government of India, advocating that the 
depreciated treasury bills be gradually withdrawn from circulation and 
bank notes replace them as far as practicable. He also suggested that ‘the 
bank’s notes for denominations of less than Rs 1,000 should be payable at. 
all times in specie, and that the signature of one director, instéAd of three 
as previously suggested, should suffice’.!* The other directors approved of 
the suggestions and agreed to address a letter containing them to the 
government. They arranged to have notes of denominations of Rs 10, Rs 
50, Rs 100, Rs 250, Rs 500, Rs 1,000, Rs 5,000 and Rs 10,000 prepared. 
The directors also decided to request the Government of India for the 
assistance of the Law Officers of the Company and for the posting of 
sentinels to guard the bank. 

On 7 May 1806 the directors held the second meeting. At this meeting 
they resolved to publish an advertisement in the Calcutta Gazette, to the 
following effect:'° 


Ist. The public are hereby informed that the Bank of Calcutta will commence business on 
Monday, the 2nd June. 

2nd. The Directors of the Bank will meet every Wednesday for the purpose of receiving and 
determining on all applications for loans in specie, under clause VIII of the Provisional 
arrangement for the management of the Bank. A box will be open at the Bank from 9 till 12 
o’clock on that day for the reception of such applications, which must be presented under 
sealed covers addressed ti: the Secretary, and accompanied by the Government Paper to be 
deposited as security for the loan. 
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ed. The Directors will also receive, at the same time, tenders for the sale of the Government . 
‘easury Notes, or for advances of money upon the security of such Notes. 
4. Should the Directors find it necessary to reject such tenders, or the appfications which 
ay be made to them at any time for loans, the letters containing such applications or 
nders, with the Government Paper, will be returned superscribed ‘rejected’ under a 
aled cover addressed to the parties, without any reason being assigned by the Directors 
r the rejection. 
3. Whenever an application may be complied with or a tender be accepted, either wholly 
in part, the necessary communication will be immediately made to the party by the 
retary, and the accommodation granted with as little delay as possible. 
a. The Treasurer of the Bank will at all times (Sundays and public holidays excepted), 
iring the established hours of business, receive and comply with all applications for the 
‘ue of the Government Treasury Bills, in exchange for the Notes of the Bank. The 
‘easurer will also comply with all applications for the issue of the Notes of the Bank in 
change for the Government Treasury Bills; the Directors exercising, however, a discretion 
th respect to the issue of notes under 250 Rupees in exchange for Treasury Bills. 
h. The Treasurer will receive at all times, as expressed above, applications for bills on the 
ovincial Treasuries, and such applications will be immediately complied with, either 
10lly or in part, whenever the Bank may find it practicable to obtain such bills from the 
iblic Treasury. A paper will be affixed at the Bank from time to time specifying the rates 
exchange at which the bills will be negotiated, and these rates will be moderate in all 
ses. 
h. The Notes of the Bank will be issued in the undermentioned sums, and be signed by 
e of the Directors of the Bank:- 


% 10 Sicca Rupees For 500 Sicca Rupees 
r 50 ” For 1,000 ” 

rT 100 93 29 For 5, 000 99 99 
r250 ” a For 10,000 ” ” 


h. The Notes under 250 Rupees will be paid at all times at the Bank in specie. 
th. All Promissory Notes or other obligations to the Bank are to be made payable to the 
‘easurer, who will execute the necessary discharges. 
Published by order of the Directors of 
the Bank of Calcutta, 
J. W. Sherer, 
Secretary to the Bank. 


At the same meeting the directors decided to accede to the request of the 
ommissioners for the Management of the Calcutta Town Hall Lottery, 
) undertake the sale of the Lottery tickets at the Bank, and to remit the 
‘oceeds to the General Treasury as often as they amount to ten thousand 
pees; also to undertake the payment of the prizes agreeably to the list 
ntaining the numbers of the ticket-drawing prizes’, which would be 
zned by the Commissioners.”° 

Although the advertisement mentioned that the bank would be open for 
isiness to the public from 2 June 1806, it actually began granting loans 
fore that date. On 14 May 1806 it granted its first two loans on deposit of 
Jmpany’s paper to two indians, viz. Luckykaunt (Lakshmikanta) Burraul 
id Tareeny Churn Mookherjee. Burraul was the danian of Alexander & 
>». (but this is not mentioned in the minute book). He borrowed Rs 
000, of which Rs 15,000 was in treasury bills and the rest in cash; 
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Mookherjee borrowed Rs 2,800 in cash. The rate of interest on both loans 
was 10 per cent per annum. During 1806 the bank’s loans were mainly in 
the form of treasury bills. Besides lending money in the form of cash or 
treasury bills the bank also sold treasury bills and notes (notes were 
presumably short-dated IOUs.issued by the public Treasury) at varying 
rates of discount. Tenders were called for the sale of these bills and notes, 
and the bank accepted those which were offered at a lower rate of discount. 
For example, on 4 June 1806, the bank accepted tenders for the sale of 
treasury bills at rates of discount varying between 8 annas per 100 rupees 
for notes dated February 1806 and Rs 2~12 as for a note dated April 1806. 
On 25 June 1806, the bank accepted tenders for the sale of treasury notes 
dated April and May 1806 at discounts ranging from 6 annas to | rupee 
per hundred rupees. 

At a meeting held on 2 July 1806 the directors decided to reject an 
application on behalf of Assistants (presumably European) in public 
offices for support in some form, since they often had to wait long for their 
salaries or discount their salary bills at usurious rates of interest. The bank 
could not as yet afford to discount government salary bills. But discounting 
of government salary bills came to form a steady, though small, part of the 
business of the Bank of Bengal in later days. 

The bank’s minutes of 1806 do not always explicitly state whether all 
loans applied for were granted. For example, regarding the proceedings 
dated 17 September 1806 it is simply recorded: 


Loans in Treasury Bills 
1. Captain Camac 19,000 
2. Colvins Bazett & Co. 31,250 — 


In other cases whether the applications for loans were complied with or 
not is explicitly mentioned. Here presumably, the directors automatically 
granted the ioans since they were to be in the form of treasury bills and 
especially as one applicant was a member of a prominent British family of 
Calcutta”' and the other a powerful agency house. 

Based on similar assumptions it would appear that between 14 May and 
24 December 1806 (the last meeting of the board of directors recorded for 
the year) the Bank of Calcutta lent altogether Rs 15,66,562-8-0. Of this 
amount Rs 13,78,162-8-0 was in the form of treasury bills and Rs 188,400- 
0-0 was in cash (including bank notes). Indians seem to have obtained a 
little more than Rs 12 lakhs of the total amount lent, but Europeans, who 
borrowed less than a quarter of the total amount, obtained more than half 
of the loans given in cash. 

Before we move on to the years 1807 and 1808 one or two interesting 
features of the business of the bank should be noted. The loan-period of 
two months obviously proved to be inconvenient in some cases. On 19 
November 1806 loans of Rs 19,000 and Rs 31,250 in the form of treasury 
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bills were granted to Captain Camac and Colvins Bazett & Co.—exactly 
the amounts each had borrowed just.two months back, on 17 September 
1806, again in the form of treasury bills. Obviously, this is an early 
example of an automatic renewal of loans—a problem that would plague 
the bank management from time to time. On 24 September 1806 the bank 
received an application for a loan of Rs 11,500 in treasury bills from 
Cossynaut (Kashinath) Paul on deposit of salt.2? This application was 
rejected because salt was not considered a proper security. Salt advances 
would later come to form an important branch of the bank’s business. The 
bank bought 50,000 dollars at Rs 207-10-0 per hundred from Rajkissore 
Dutt on 5 November 1806 and 5,000 dollars at Rs 207-11-7 per 100 from 
Chintamoney Pyne. We have seen that in periods of crisis both the Madras 
and Bombay Governments bought dollars from the market. But the price 
paid for dollars by the Bank of Calcutta was much lower than those paid in 
Bombay in 1803 and very nearly equal to the intrinsic value of the dollars 
in sicca rupees as given by Wilson.”* 

On 4 February 1807 the directors, with the permission of the government, 
resolved to extend the maximum period for which loans could be granted 
from two to three months. This three-month limit was later incorporated 
in all the charters for the Bank of Bengal and the other two Presidency 
Banks. On 11 February 1807 the directors resolved to open accounts with 
individuals (that is, accept deposits) with effect from 2 March 1807 and to 
pay notes of every description in specie, if so demanded. These resolutions 
and the fact that all loan applications made up to the end of May 1807 
were granted in full indicate that the liquidity position of the bank between 
February and May 1807 was.comfortable. Up to the end of January 1807 
most oi the loans were in the form of treasury bills. But in the period 
February-May 1807 practically all the loans were in the form of bank notes 
(in a few cases the loans were in ‘bank notes or cash’). 

However, in the weekly meeting held on 3 June 1807 the directors 
received a spate of applications for loans (amounting to Rs 4,61,000). 
Except for the two smallest sums applied for (Rs 2,000 and Rs 8,000)— 
which were granted in full—they decided to grant only a quarter of the 
sums applied for. All these other applications were from Indians (probably 
salt merchants; see below). On 10 June 1807 the total amount of loans 
applied for came to at least Rs 4,16,500 (the amounts applied for in three 
cases can no longer be deciphered from the minute books, which means 
the total must have been larger) and the bank decided to grant only 
one-fourth of the amounts applied for in each case. On 17 June 1807 the 
bank directors granted in full a loan application from Trail Palmer & Co. 
for Rs 40,000 and another from Stewart & Co. for Rs 20,000, but decided 
to grant only one-tenth of the total amount of Rs 10,29,000 applied for by 
twelve Indians. On 24 June 1807, on 1 July 1807, and on 8 July 1807 the 
directors rejected all applications for loans (including one from Alexander 
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& Co. and another from Colvins Bazett & Co.). Although from 15 July 
onwards the bank began to grant loans again, except for applications from 
some big managing agency firms such as Trail Palmer & Co., Colvins 
Bazett & Co. or those for relatively small amounts (below Rs 10,000 or so), 
only a fraction (a fourth or a ‘moiety’, that is, half) of the loans were 
granted. From the beginning of September to the end of December 1807 
the amounts of loans applied for were relatively small in most cases, and 
they were complied with. There were no loan applications at all between 
30 September 1807 and 28 October 1807, probably because of the usual 
Durga Puja and Kali Puja or Diwali festivals. The usual seasonality of the 
demand for bank’s money is already evident. 

At their meeting of 3 June. 1807 the directors, on receiving many 
applications for loans on the secuntty of the char chitties granted to purchasers 
of salt, resolved to instruct the secretary and treasurer to address the 
following letter to the Chief Secretary of the government: 

Sir, 

Several purchasers of salt at the Company’s sales, having applied to the Bank of Calcutta 
for loans, on security of the Char Chitties granted to them from the Salt Department, the 
Directors propose to grant the loans that may in future be applied for, and to advance on 
the Char Chitties within 20 per cent of anna [meaning value] of the salt specified therein. 
The salt being in the charge of the officers of Government it is necessary only that the excess 
value of the salt beyond the sum advanced, should be equal to the average fluctuation of the 
price of that article. But in the event of the borrowers not making good the loans, at the 
specified time of payment, it would be necessary to resell the salt, on account of the Bank. I 
am therefore desired by the Directors to request that the Honourable the Governor 
General in Council will be pleased to give instructions to the Salt Department for the sale 
being made on account of the Bank should circumstances occur to render it necessary, but 


which the Directors do not deem probable, the present application being made solely on 
the ground of precaution. 


I have the honour to be, 


W. Morton, 
Treasurer, Bank of Calcutta. 


The Governor-General in Council refused to interfere in the Salt 
Department’s handling of salt sales in the manner suggested, and the 
matter rested there for the next two years. 

Throughout 1808 the liquidity position of the bank was comfortable. 
The applications for loans were rather light up to the middle of June, but 
then the tempo picked up, and between the second half of June and the 
first half of September there was a heavy demand for loans. At the weekly 
meeting of 6 July 1808 the directors created a record by granting a total 
amount of Rs 10,58,300 to applicants for loans (most of them were Indians: 
one Punchanund Chatterjee borrowed Rs 1 ,45,000 in three separate appli- 
cations; Gopaul Doss & Manohar Doss, presumably the great banking 
firm of Benares, borrowed Rs 65,000; while Trail Palmer & Co. and 
Alexander & Co. borrowed Rs 1,00,000 each). After a lull between the 
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second half of September and the end of November the business of the 
bank again became brisk in the month of December 1808. 

In Table 4.2.an analysis has been provided of the loans sanctioned by 
the Bank of Calcutta in the years 1807 and 1808 in terms of the community 
of borrowers. Evidently, in 1807 Indians borrowed more than three times 
the amount borrowed by Europeans, but in 1808 the share of the Europeans 
went up to more than 50 per cent of the loans granted to Indians. In 
general, in times of credit stringency Indians were rationed out toa greater 
extent than Europeans. It is also seen from Table 4.2 that in 1808 the Bank 
of Calcutta lent almost double the amount it had lent in 1807, and more 


than six times the amount it had lent in the first eight months of its career 
in 1806. 


Table 4.2 
Community-wise loans sanctioned by the Bank of Calcutta 1807—1808 


Year No. of loans sanctioned Value of loans sanctioned (Sicca Rs.) 
Indians Europeans Total Indians Europeans Total 


1807 139 37 176 41,68,350 12,87,300 54,55,650 
1808 332 110 442 63,95,550  36,77,700 = 100,73,250 


Among the big Indian borrowers in 1807 and 1808 there were not only 
well-known banking firms such as Gopaul Doss & Hurry Kishen Doss, or 
Gopaul Doss & Manohar Doss, but also members of the early trading 
communities of Calcutta such as Sibchunder Bysack, Chintamoney Pyne, 
Rammohun Seal, Sarropchand Seal, Dattaram Dutt, Bydyonath Dutt, 
Rammohun Sen, Nityosunder Pyne, Boystomdas Mullik, Neelmoney 
Mullick, Jagarnaut Addy, Bydyonath Nundy, Bhukoo Saha, Mothoora- 
mohun Sen, and so on. There were, besides, members of other castes who 
had been brought into the commercial network of Calcutta, such as 
Kaleypersaud Takoor, Premchand Ghosal, Goluk Chunder Mundle, 
Radhakant Mundle, Radhamohun Banerjee, Doorgachurn Chukerbutty, 
Suddanand Chukerbutty—members of castes which were supposed to 
shun commercial pursuits. Finally, there were references to Bhoobanmohun 
Sing, Sahabloll Mishra, Deendyal, Tara Chund Motuchund, Jamsadjee 
and Cookajee, who probably originated from outside Bengal proper. 

Among the big European borrowers, we come across agency houses 
such as Alexander & Co., Mackintosh Fulton & Co., Hogue Davidson & 
Co., Colvins Bazett & Co., Trail Palmer & Co., Scott Wilson & Co., and 
also individuals such as C.K. Bruce, J. Angus, George Chisholm, J. 
Alexander, R. Lawson, W. Hollings, many of whom were probably 
members of the agency houses. We come across the name of one important 
Armenian, Johannes Sarkies & Co. 
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During the two and a half years of its existence the Bank of Calcutta 
printed and issued bank notes to the tune of Rs 91,37,500; of these Rs 
78,50,000 were in denominations of Rs 500 and above. Thus, most of the 
transactions of the bank in this period involved relatively large sums of 
moncy. (In order to form an idea of the scale of prices at the time it is 
sufficient to note that between 1806-07 and 1809-10 the price of coarse 
rice in Calcutta varied from 25 to 43 seers a rupee).?° 


4.4 The first charter of the Bank of Bengal 


It took the government nearly two years before it could actually announce 
that the Court of Directors had approved the establishment of a bank in 
the presidency of Bengal.” One reason for the delay was the legal un- 
certainty as to whether the Company had the power to grant charters to 
banks established within the territory of its government. This uncertainty 
was removed by the enactment of a special law, 47 George IIT, C. 68, by 
which it became legal for governments in India to establish banks with 
perpetual succession, provided that prior approval was obtained from the 
Court of Directors subject to the control of the Board of Commissioners for 
the Affairs of India. The Act also permitted all Company’s servants and 
judges of courts of justice to subscribe to a bank which had been legally 
constituted.?’ | 

The final charter differed in certain crucial respects from Tucker’s plan. 
(See Appendix to this chapter for the text of the charter of 1808). In the 
original plan, clause 5 read: 


The proprietors shall be jointly and severally responsible to the public, and Government 
shall also pledge its security as a further guarantee. 


This denied the proprietors of the bank advantages of limited liability 
and at the same time made the government squarely responsible for the 
solvency of the bank. In the actual charter (clause 9) the bank was made 
into ‘one body politick and corporate’, and the liability of any shareholder 
was limited to the amount of capital he subscribed. This included the 
government as a shareholder, so that the government did not pledge its 
own security as guarantee for the bank. 

In consonance with the same shift towards creating a virtually autono- 
mous body, the actual charter provided for three government directors 
and six proprietory directors instead of the six government directors and 
three proprietory directors specified in Tucker’s original plan.**. However, 
by the time Tucker had actually submitted his plan to Wellesley in 1801 he 
too had opted for three government and six proprietory directors. The 
share of the government in the capital was correspondingly reduced from 
two-fifths of the total capital of Rs 50 lakhs to one-fifth only. In Tucker’s 
plan there was an explicit provision for the payment of half of the capital 
subscribed by everybody in cash (specie) and halfin 8 per cent Company’s 
paper. This stipulation doubtless reflected the precarious condition of the 
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money market when Tucker put forward his plan. The actual charter does 
not embody any such provision. There is nothing equivalent in the actual 
charter'to clause 9 of Tucker’s plan, viz. 


Government will also be responsible for the conduct of its Directors, and will hold itself 
accountable to the Bank for any embezzlement or other breach of trust which may be 
established against them. 


It can be claimed that the government showed considerable foresight in 
refusing to embody these provisions. It was due to the absence of these 
provisions in the charter of the (old) Bank of Bombay (as well as in the 
charters of the Banks of Bengal and Madras) that the government escaped 
all liability for the collapse of that bank beyond the loss of most of the 
capital it had subscribed, as in the case of other private shareholders. 

In most other respects the actual charter conformed closely to Tucker’s 
plan of 1801. Elaborate precautions (such as limiting the term of any 
proprietory director to a maximum period of three years, provision for 
actual election of directors by proprietors in case of retirement by rotation, 
resignation or death) were adopted to ensure that the bank did not become 
a tool in the hands of a clique. Limits on the amounts of loans granted to 
any individual or firm and the periods for which they could be granted 
were embodied both in Tucker’s plan and in the charter. Lands, real 
estates and bank certificates were specifically made ineligible as security 
for loans in ‘Tucker’s plan and embodied in the charter. Tucker’s plan 
provided for loans against the security of ‘bullion, jewels, plate, or generally 
goods not perishable.or liable to great alteration in their value’. It was 
specified, however, that the margin for advances should be at least 50 per 
cent of their estimated value. The actual charter omitted any mention of 
the minimum margin, leaving it presumably to the discretion of the 
directors. 

In both ‘Tucker’s plan and the charter it was specified that the entire 
sum of debts of the bank, whether in the form of bonds, notes, or in any 
other form, should not exceed Rs 50 lakhs (i.e. the capital of the bank) and 
any director(s) infringing this limit would be held personally responsible 
for the excess. As we shall see, this limit on note issue proved to be too 
stringent at times and was relaxed in the 1820s. 


NOTES 


i, J.W. Kaye: The Life and Correspondence of Henry St. George Tucker (London, 1854), p. 3. 
Our account of Tucker’s life is almost entirely based on this book. 

. Kaye: The Life and Correspondence of Henry St. George Tucker, p. 81. 

. Although in official hierarchy the Chief Secretary or members of the Board of Revenue 
seem to have had precedence over the Accountant-General, the nearest approach to 
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con~ OU 


14. 
15. 
16. 


17. 


the functions of the latter would have been those of the Finance Member of the 
Viceroy’s Council after 1858. 


. Ibid., p. 89. 

. Lbid., p. 55. 

. Lbtd., p. 62. 

. Ibid., pp. 104-06. 

. For details see, H. St. George Tucker: Papers Relating to the Establishment of the First Public 


Bank in Calcutta (n.d.), in the National Library, Calcutta, and Kaye: The Life and 
Correspondence of Henry St. George Tucker, pp. 110-13. 


. For the early history of organized banking in Europe, see A. Andreades: History of the 


Bank of England, 1640-1903, fourth edition (London, Frank Cass, 1966); Clapham: The 
Bank of England, Checkland: Scottish Banking: A History 1695-1973, G. Parker: ‘The 
emergence of modern finance in Europe 1500-1730,’ in C.M. Cipolla (ed.): The Fontana 
Economic History of Europe, vol. 2, The Sixteenth and Seventeenth Centuries (Glasgow, Collins, 
1974); and B. Gille: ‘Banking and industrialisation in Europe 1730-1914’, in Cipolla 
(ed.): The Fontana Economic History of Europe, vol. 3, The Industrial Revolution. 


. See Tucker’s letter dated 18 March 1806 to T. Brown, Acting Chief Secretary to the 


Government, in Tucker: Papers Relating to the Establishment of the First Public Bank in 
Calcutta. 


. Governor-General in Council to Court of Directors hFublic), 13 March 1806, quoted 


by Tripathi: Trade and Finance, p. 9). 


: These details are taken from Symes Scutt: Bank of Bengal, pp. 3-15. 
. Ibid., pp. 4-5. According to Brunyate the restriction of Rs 500,000 on loans to govern- 


ment, which was carried over into the charter of the Bank of Bengal, was probably 
borrowed from the constitution of the Bank of England. The perils the Bank of England 
was exposed to when Pitt the Younger set the restriction on loans to government were 
also probably fresh in the minds of the promoters of the Bank of Bengal. See Brunyate: 
Presidency Banks, p. 3n. 

Symes Scutt: Bank of Bengal, pp. 6-7. 

lbrd., pp. 9-10. 

Sandeman (ed.): Selections from the Calcutta Gazettes, p. 19. The actual order was 
dated 27 March 1806. 

‘On 10 December 1806 Tucker was sentenced by the chief justice Sir Henry Russell, to 
six months’ imprisonment and to pay a fine of four thousand rupees for an attempted 
rape. His sentence did not affect his official status ...” The Compact Edition of the Dictionary 
of Nattonal Biography (D.N.B.) (London, Oxford University Press, 1975), vol. II, p. 
2117. Tucker was found guilty of assaulting, ‘with an intent to commit rape on the hody 
of Mrs. Dorothea Simpson’ on 13 June 1806. Mrs. Simpson was the wife of G.A. 
Simpson, a school-fellow of Tucker’s. Both were at the time partners in the house of 
Trail Palmer & Co. John Taylor, James Taylor, John Mackenzie, all of the civil 
service, and John Palmer testified that Tucker was incapable of committing a base or 
dishonourable act. But Mrs. Simpson’s evidence was accepted, and the judge rejected 
Tucker’s defence: ‘Your defence is vanity. I have often known vanity misguide and 
debase human reason, but I never before saw an instance, where it deprived a man of 
reason altogether.’ He passed a lenient sentence on the basis of English Court precedents 
rather than because of any mitigating circumstances. See The Trial of Henry St. George 
Tucker Esq. for an assault with an inteni to commit a rape on the person of Mrs. Dorothea Simpson 
held in the Supreme Court of Judicature, at Fort William, in Bengal (Printed at Calcutta, 1806). 


18. 
19. 
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22. 


23. 
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It is interesting to note that in the minute books Tucker is simply marked as being 
absent at the meetings held on 10 December, 17 December, 24 December, and 31 
December 1806, so that officially he continued to be a director of the Bank of Calcutta 
even after his conviction. It was only on 7 January 1807 that Tucker's name is replaced 
by that of W. Egerton. Throughout the rest of the life of the Bank of Calcutta, that is, 
from January 1807 to 31 December 1808, Becher, Cox and Egerton remained its 
directors, But H. Stone took the place of Cox when the latter was on leave. 
Symes Scutt: Bank of Bengal, p. 12. 
The text of the advertisement is reproduced in Sandeman: Selections from the Calcutta 
Gazettes, pp. 417-18; and in Symes Scutt: Bank of Bengal, pp. 13-14. 
Symes Scutt: Bank of Bengal, pp. 12-13. In the beginning of the nineteenth century 
Calcutta was a dirty and insanitary city. According to William Mackintosh, who 
published his Travels in Europe, Asia and Africa in 1782, ‘there was not a spot where 
judgment, taste, decency and convenience are so grossly insulted, as in that scattered 
and confused chaos of houses, huts, sheds, streets, lanes, alleys, windings, gutters, 
sinks and tanks, which jumbled into an undistinguished mass of filth and corruption, 
equally offensive to human sense and health, compose the capital of the English 
Company’s Government in India. The very small portion of cleanliness which it enjoys 
is owing to the familiar intercourse of hungry jackals by night, and ravenous vultures, 
kites and crows by day. In like manner it is indebted to the smoke raised in public 
streets, in temporary huts and sheds, for any respite it enjoys from mosquitoes, the 
natural production of stagnant and putrid water’. Grandpré, who visited it in 1790, is * 
no less severe. The roads, he says, ‘were merely made of earth: the drains mere 
ditches between the houses and the sides of the road, the receptacle for all manner of 
abomination’. H.E.A. Cotton: Calcutta Old and New (Calcutta, W. Newman, 1907), pp. 
164-65. From 1784 Lottery Commissioners were appointed from time to time (generally 
for a term of three years) to raise money to be devoted to specific civic purposes. St. 
Jolin’s Church was built in this way, and the Calcutta Town Hall, which was begun in 
Wellesley’s time, was completed in 1813 when Lord Minto was Governor-General. It 
is this particular set of Lottery Commissioners that applied to the Bank of Calcutta for 
its assistance. The funds raised in this way were never adequate for the improvement of 
Calcutta as a whole, and the British businessmen never imitated the Parsis in spending 
any money on the city they made their money in. So Calcutta remained an insanitary 
city throughout the nineteenth century despite the grandiose buildings constructed 
under imperialistic Governors-General such as Wellesley and Curzon. See thid., pp. 
165-70 for the history of Lottery Commissions and Committees. 
Cotton: Calcutta Old and New, pp. 289-90. - 
The English spellings of Indian proper names in the minute books of the bank are quite 
different from those adopted nowadays. We have mostly retained the spellings occurring 
in the minute books, sometimes indicating the modern spellings within brackets. 
Charies Forbes, in his letter dated 15 June 1803, recommended the purchase of dollars 
at Rs 237% per hundred and James Grant on behalf of the Bombay Government (in a 
letter dated 24 July 1803) undertook to buy as many dollars as Forbes could supply at 
Rs 232 per hundred. See “The Forbes Correspondence’ in Douglas: Bombay and Western 
India, vol. 1; H.H. Wilson in his Review of the External Commerce of Bengal 1813-14 to 
1827-28 (Calcutta, 1830) took Rs 206-8-0 as the nearest approximation to 100 dollars 
in terms of rupees produced by the Calcutta mint (these were the 19 san sicca rupees 
produced there). See also section 3.4 above. 
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Colebrooke had commented as early as 1795 on the untenability of the caste-based 
hypothesis to explain the supposed lack of commercial enterprise among Bengalis. See 
Colebrooke: Remarks on the Husbandry and Internal Commerce of Bengal, paras. 203-08. 
Ghosal: Economic Transition in the Bengal Presidency, Appendix I. 

See in Sandeman: Selections from the Calcutta Gazette, pp. 55-62, the announcement “by 
the Chief Secretary to the Government, dated Fort William, Public Department, 24 
September 1808, outlining the plan of the bank. This plan of 60 clauses embodies 
practically all the provisions of the formal charter of the Bank of Bengal which was 
made patent on 2 January 1809, the day the bank opened for business to the public. 
See clause | of the first charter of the Bank of Bengal, reproduced in the Appendix to 
this chapter. 

Kaye: The Life and Correspondence of Henry St. George Tucker, p. 89. 


APPENDIX 


Charter of the Bank of Bengal. 
DATED THE 2ND OF JANUARY 1809. 


TO ALL TO WHOM these Presents shall come, GILBERT, LORD Minto, Governor General in 
Council, of and for the Presidency of Fort William in Bengal-—GREETING: 


1. WHEREAS, by an Act of Parliament, passed in the Forty-seventh Year of the Reign of 
i ° Our Sovereign Lord GEORGE the Third, of the 
mesial of 41 Georges tC. 68. United Kingdom of Great Britain and Ireland, King, 
entituled “An Act for the better Government of the Settlements of Fort St. George and 
Bombay, for the Regulation of Public Banks, and for amending so much of an Act passed 
in the Thirty-third of His present Majesty, as relates to the periods at which the Civil 
Servants of the East-India Company may be employed in their Service abroad;" 
reciting, amongst other things, that it might be expedient that Public Banks, for the 
Deposit and Loan of Money and the Negotiation of Securities and other purposes, should 
be established in the East-Indies; and that the Individuals who might become Members 
thereof, should be Incorporated under and by the Authority of the respective Governments | 
in the East-Indies,—but that doubts had been entertained, whether the Powers of those 
Governments were competent to the Establishment of such Banks within the local limits of 
the Jurisdictions of the several Courts of Justice in India, which had been established by 
Which enacts that to remove doubts, His Majesty’s Charters; and that it was expedient 

it shall be lawful for Governments in that such doubts should be removed,—IT WAS 
India to Establish Banks with perpetual ENACTED AND DECLARED, that it should and 
mianach aaeiratass might be lawful to and for the several Governments 
in the East-Indies, to establish such Public Banks, with perpetual succession, and such 
Rights, Priviledges, Franchises, and Immunities, as were incidental, or were usually 
granted to Corporations legally erected in that part of the United Kingdom of Great 
Britain and Ireland, called England, and under and subject to such Terms and Conditions 
as they should see fit; and that the several Persons who should be so Incorporated, and their 
Heirs, Executors, Administrators, and Assigns, should have, hold, enjoy, and be entitled to 
all such Rights, Priviledges, Franchises and Immunities, as well within as beyond the local 
limits of the jurisdiction of the several Courts of Justice so established as aforesaid, 
according to the true intent and meaning of the several Orders or Acts, by Virtue of which 
any such Banks or Corporations should be so established,—-PROVIDED ALWAYS, that 
Establishment of Banks, shall not be the Establishment of any, such Banks or Corpora- 
valid until approved by Court of Direc- tions should not be valid or effectual, until they 
tors, subject to Control of Board of should have received the approbation of the Court 
Commissioners. _ of Directors of the United Company of Merchants 
of England, Trading to the East-Indies, subject to the control of the Board of Commissioners 
for the Affairs of India for the time being: AND IT WAS FURTHER ENACTED, that it 
should, and might be lawful, to, and for all Persons whomsoever in the Service of the said 


All Company’s Servants and Judges Company, and for all the Judges of the several 


‘of Courts son an Trad ». Courts of Justice in India, to Subscribe to, and 
pribcuie bank So become Members of any such Bank or Corporation 


as aforesaid: AND that it should be lawful to and for 
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any Person or Persons in the Service of the said Company, to be elected or appointed, or to 
become Directors or Managers thereof,—any thing contained in an Act of Parliament 
passed in the Thirty-third Year of the Reign of His 
gery aN pr present Majesty, entituled, “‘An Act for continuing 
the Act of the 33 George III. in the East-India Company for a further term, ‘the 
Possession of the British Territories in India, together 
with their exclusive Trade, under certain limitations, for establishing further Regulations 
for the Government of the said Territories and the better Administration of Justice within 
the same, for appropriating to certain uses the Revenues and Profits of the said Company, 
and for making Provision for the good Order and Government of the Towns of Calcutta, 
Madras, and Bombay;” or in any other Act of Parliament to the contrary thereof, in any 
: wise notwithstanding: PROVIDED ALWAYS, 
Hehe eee aany Court of Justice estab» = AND IT WAS FURTHER ENACTED, that no 
ished by His Majesty’s Charter capable es ate: 3 
of holding Office of Director of Bank. Judge of any of the said Courts of Justice in India, 
established by His Majesty’s Charter, should be 
capable of being appointed to, or holding the Office of the Director or Manager of any such 
Bank or Corpuration. 
2. AND WHEREAS the Establishment of a Bank at the Presidency of Fort William in 
Recital that establishing a Bank has Bengal, and the “ sal sey sale saab 
been approved of by CourtofDirectors. thereto, upon the Principles, ‘Terms and Conditions, 
and subject to the Provisions and Regulations herein- 
after contained, hath duly received the approbation of the said Court of Directors, and the 
said Court of Directors has permitted and authorized such Establishment and Incorporation 
accordingly. 
3. AND WHEREAS the said Governor General in Council has, with the Consent and 
Gacetis: en ee ee Aah 2 re said rer of aiid sbapaieaels 
steer and Contributed to the formation of the Capita 
Leeohateatiers ae Ten Lacks on ¢ ack of the said Bank, a Sum of TEN LACKS OF 
SICCA RUPEES, of the Money of the United 
Company of Merchants of England, Trading to the East-Indies, on account and behalf of 
the said Company. 
4, AND WHEREAS Subscriptions were some time since opened, under the Authority 
a : of the said Governor General in Council, for raising 
Font acer one iditon tomakeCapial a further Sum of FORTY LACKS OF SICCA 
Fifty Lacks, and divided into Five RUPEES, to constitute together with the said TEN 
Hundred Shares of 10,000 aaa rie LACKS OF SICCA RUPEES so Subscribed and 
Saeed when Company it8.0 Contributed on account of the said Company as 
aforesaid, the Capital Stock of the said Bank,—the 
whole of the said Capital Stock amounting to FIFTY LACKS OF SICCA RUPEES, to be 
divided into Five Hundred Shares of TEN THOUSAND SICCA RUPEES, whereof One 
Hundred should belong to the said Company, in respect of their Subscription and Con- 
tribution aforesaid, and Four Hundred should belong to such Individuals as should 
Subscribe and Contribute the same. 
5. AND WHEREAS the full Sum of FORTY LACKS OF SICCA RUPEES was 
Subscribed and Contributed by diverse Persons in 
sporty Lacks Rupees raised by Sub- Shares of TEN THOUSAND SICCA RUPEES, 
: for the formation of the said Capital Stock, in 
manner aforesaid. 
6. AND WHEREAS, the said Capital Stock of FIFTY LACKS so formed as aforesaid, 
: ; . has been since the Subscription thereof, and 
it ao Seed id (eaieg ecu to pending the reference of the question of the Estab- 
the Court of Directors in the Businessof lishment and Incorporation of a Bank to the said 
Banking on account and risk of Sub- Court of Directors employed in the Business of 
scribers. Banking, on Account and at the Risk of the several 
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Parties Contributors thereto, their Executors, Administrators, or Assigns: AND the said 
proportion thereof of FORTY LACKS OF SICCA RUPEES originally Subscribed by 
Individuals, is now,—either in respect of Original Subscriptions, or by Assignments duly 
made, or by other lawful ways and means, in such proportions and numbers of Shares or 
Parts of Shares of TEN THOUSAND SICCA RUPEES each, and in such manner as is 
specified in certain Books kept for the receipt of the said Subscriptions, and for Registering 
and Keeping an Account of the several Alienations and Transfers thereof,—become vested 
a in, and the property of Thomas Abraham, Gordon 
P ne wae hich See peoe ae Adams, James Alexander, the said James Alexander, 
others. as Executor of Captain Preston, Deceased, Lieu- 
tenant Edward Sheppen Arnold, David Bagley, 
Thomas Bainbridge, John Balfour, Joseph Barretto, Joseph Barretto, Junior, Lieutenant- 
Colonel Thomas Saunders Bateman, Richard Becher, Captain Robert Berrie, Thomas 
Binny, William Blackstone, as Administrator of William Berrie, John Blythe, Lieutenant- 
Colonel Robert Bowie, Captain John Yardley Bradford, John Breen, Captain Thomas 
Duer Broughton, Thomas Brown, David Burges, Lieutenant-Colonel William Burn, 
Bulram Day, Captain Burges Camac, Captain Archibald Campbell, Michael Cheese, 
George Chisholm, Major-General Edward Clark, Elizabeth Clinger, Alexander Colvin, 
David Colvin, Charles Corfield, Captain Philip Crump, Joseph Crump, Lieutenant- 
Colonel John Cunninghame, Antonio Rebeiro, Pereira D’Almeida, Captain Dennis, 
Carman Dalton, Captain James Davidson, George Davidson, Richard Lewis Davis, 
Thomas De Souza, the said Thomas De Souza, as Executor of Luis Marretto, Deceased, 
Lieutenant-Colonel George Dick, George Dowdeswell, James Drummond, Captain George 
Eagle, Charles Thomas Evans, William Fairlie, Allan Gilmore, John Hutchison Fergusson 
and David Clark, as Attornies for William Christopher Ord, and the said William Fairlie, 
Allan Gilmore, John Hutchison Fergusson and David Clark, as Attornies for the said 
William Christopher Ord, the Guardian of and for William Knox Ord, Lieutenant- 
Colonel Archibald Fergusson, Captain Martin Fitzgerald, Barbara Fitzgerald, Lieutenant 
Alexander Fortune, Alexander Frazer, John Fullarton, Francis Fulton, John Williamson 
Fulton, Captain Thomas Garner, Lieutenant-Colonel John Garstin. John Gillman Nathan, 
H. Gouldhawke, William Lewis Grant, John William Grant, Gholam Hosyn, Gobind 
Chund Bysakh, Gopaul Doss, Manohar Doss, John Hay, Major William Hemmings, 
Captain Thomas Hill, Lieutenant-Colonel Alexander Hynde, Hugh Hope, Francis Horsley, 
John Hunter, and George Hay, Lieutenant-Colonel George Hutchison, Richard Jenkins, 
Captain Jeremiah Martin Johnstone. Jaflier Mirza Moohumed, Jeebon Krishnoo Rae, 
Captain Bartlett, Hugh Kelly, Archibald Kelso, Captain John Kilpatrick, John King, 
William Knox, Kaleepershad and Anund Chund Mookerjee, Kaseenath Bysakh, Khanum 
Jan, J—L—Learmonth, Captain Thomas Laury, Robert Ledlie, Lieutenant-Colonel Henry 
Lennon, Robert Leny, Edward Benjamin Lewin, Captain-Lieutenant William Charles 
Lewis, Captain Peter Littlejohn, William Logan, Peter Lumsdaine, James Lumsdaine, 
Major David Lumsden, Lachlan Mackintosh, Eneas Mackintosh, Lieutenant Duncan 
MacLeod, Captain Alexander MacLeod, James Macnabb, Donald Macnabb, George 
Monckton, Edmond Morris, Captain Lawrence Burke Morris, Captain James Mouat, 
Alexander Munro, Walter Ross Munro, Muthoor Mohun Sen, Major-General James 
Nichol, Colonel Miles Nightingall, Lieutenant George Nugent, Nitae Churn Sen, 
Lieutenant Archibald Oliver, Lieutenant-Colonel John Owen, Odae Norayon Bysakh, 
John Palmer, Captain William Parker, John William Paxton, Pittumbhur Ghose, Pran 
Kishen Bysakh, Pran Kishen Singh, Pritram Dos, George Ranken, Bernard Reilly, Captain 
William Richards, Lieutenant-Colonel David Thomas Richardson, Major Hugh Rose, 
Captain John Rose, Alexander Russell, Radha Krishnoo Bysakh, the said Radha Krishnoo 
Bysakh, as Executor of Tilok Chund Bysakh, Deceased, Radha Mohun Banoorjye, Raj 
Krishnoo Bysakh, Ramdoolal Day, Ram Lochun Ghos, Ram Lochun Law, Robert Scott, 
Thomas Scott, Archibald Seton, John Shearman, John Shoolbred, William Simpson, 
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Captain Robert Spottiswood,—Stacy, as Executrix of the Reverend Henry Peter Stacy, 
Deceased, Patrick Stewart, Richard Strachey, Maharaja Sookmoy, Sree Sree Krishnoo 
Bysakh, Surroop Chund Chund, James Taylor, Lieutenant-Colonel Lewis Thomas, Captain 
William Thomas, Catherine Thornhill, Charles Todd, Richard Turner, George Tyler, 
Anna Tyler, Captain John Vaughan, Gabriel Vrigmon, Reverend James Ward, Robert 
Warden, James Wemyss, James Wilkinson, and Lieutenant-Colonel Henry Worsley. 
7. AND WHEREAS the said Proprietors hereinbefore particularly named, are desirous 
Proprietors desire to be incorporated _t© be Incorporated in manner and under the Terms 
under the Terms and Conditions herein- and Conditions hereinafter mentioned for the pur- 
after mentioned, and that the fund poses in the said Act of Parliament of the Forty- 
should become a Capital Joint Stock. = seventh Year of the Reign-of His present Majesty 
mentioned; and that the said Sum of FORTY LACKS OF SICCA RUPEES so Subscribed 
by Individuals, together with the said Sum of TEN LACKS OF SICCA RUPEES 
Subscribed as aforesaid, on account of the said United Company, should, in the state in 
which the same now is and stands on the Books of the said Subscribers’ Banking Concern, 
become the Capital Joint Stock of such Corporation during its subsistence; and subject to 
be divided in manner hereinafter mentioned, in case of the dissolution of such Corporation, 
in manner hereinafter also mentioned. 
8. ANID WHEREAS the said Governor General in Council deems it expedient, that the 
eT ey ee eee Share of the said Company in the Capital Stock of 
Council of this Presidency for the time the said Bank, in respect of their said Subscription 
being, to be Members of the Corporation. Of TEN LACKS OF SICCA RUPEES, should be 
under the immediate Care and Superintendence of 
the said Governor General in Council; and that for that purpose, the Governor General of 
the Presidency of Fort William for the time being, and the Members of Council for the said 
Presidency for the time being, should become, and be, by virtue of their several Offices or 
Situations, Members of the said Corporation. 
9. NOW KNOW YE, that the said Governor General in Council by virtue and in 
Declares that Governor General and execution of the Powers given and confirmed to him 
Members of Council for the time being, by the said Act of Parliament of the Forty-seventh 
and the several Proprietors shallbeQne — Year of the Reign of Our said Sovereign Lord the 
ALi uaa cite Bena Bete bea King, and.of all other Powers and Authorities what- 
soever in him residing, hath Established, Appointed, 
Granted, and Declared; and by these Presents, doth Establish, Appoint, Grant, and 
Declare, that he, the said Governor General, so long as he shall retain his said Office, and 
Major-General George Hewett, John Lumsden, and Henry Thomas Colebrooke, Esquires, 
Members of the Council of the Presidency of Fort William in Bengal, so long as they shall 
respectively retain their said Offices, and the Governor General and Members of Council of 
the said Presidency for the time being, for such time as they shall respectively fill the said 
Offices; and the said several Proprietors hereinbefore particularly named; and all Persons 
who, as Executors, Administrators, or Assigns of the said Proprietors respectively, or by 
any other lawful Title derived or acquired from, through, or by them, or any of them, shall, 
at any time during the Term hereinafter mentioned, have any Part, Share, or Interest in the 
said Sum of FORTY LACKS OF SICCA RUPEES, part of the Capital Stock aforesaid, so 
long as they respectively shall have any such Part, Share or Interest therein,—shall be 
ONE BODY POLITICK and CORPORATE, by the name of the BANK OF BENGAL: 
AND then by the name of the BANK OF BENGAL, ONE BODY POLITICK and 
CORPORATE, in Deed, and in Name, the said Governor General by virtue, of, and in 
Execution of the Powers aforesaid, doth Constitute, Establish and Declare by these 
Presents: AND that, by the same Name they and their Successors shall have perpetual 
Succession: AND shall and may have and use a 
To have perpetual Succession. Common Seal for the use of the said Bank, in 
transacting the Business thereof, with Power to Break, Alter, and make Anew their Seal 
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from time to time, as to them shall seem expedient: 
sa wey tae a Conan Seal, with power AND by the same Name, they and their Successors, 
reak, alter and make anew. from time to time, shall be capable in Law to Take, 
Purchase, Hold and Possess, and enjoy to, and to the use of them and their Successors, and 
also to Grant, Assign and Transfer any Lands, Messuages, Tenements, and Hereditaments 
and Possessions whatsoever, and of what nature or 
oo es and Grant any Lands, kind soever: AND by the same Name, they and their 
iia co ada Successors shall and may sue‘and implead, and be 
Sued and Impleaded, and shall and may do and execute all and singular other Matters and 
Things by the Name aforesaid, that to them shall appertain to do, by virtue of the said Act 
| of the Forty-seventh Year of the Reign of Our Lord 
Pr cA tmplead and be: Sued). «ih. King or otherwise: AND that the said two several 
Sums of FORTY LACKS OF SICCA RUPEES 
and TEN LACKS OF SICCA RUPEES, and the Capital Stock of FIFTY LACKS OF 
SICCA RUPEES made up thereof, shall in the state in which the same now stands on the 
Books of the said Banking Concern, be and be 
The two several Sums of Forty Lacks deemed the Capital Joint Stock of the said Bank, 
ane Ten Tacks to be deemed the Capital. hiect to such Regulations as are hereinafter con- 
Joint Stock of the Bank. : ae : 
tained, as to the Account and Division thereof, in 
case of the dissolution of the said Corporation in manner hereinafter mentioned. 
10. AND that the said Capital Stock shall be, and be considered as, divided into Five 
Hundred Shares of TEN THOUSAND SICCA 
The Stock to be divided in Five RUPEES each; and that One Hundred of the said 
Hundred Shares of 10,000 Sicca Rupees Shares shall be, and be considered as the Property 
Clapanes eee yaa sedge and Interest of the United Company of Merchants 
Hundred the Property of the Subscribers. Of England, Trading to the East-Indies, and their 
Successors, in the said Capital Stock, under the 
immediate Trust and Superintendence of their Governor General in Council for the 
Presidency of Fort William in Bengal aforesaid, for the time being: AND that the remaining 
Four Hundred Shares shall be, and be considered as, the Property and Interest in the said 
Capital Stock of the said Subscribers hereinbefore particularly named, and of their 
respective Executors, Administrators, and Assigns, according to the proportions and 
numbers of Shares specified to belong to them respectively in the Books hereinbefore 
mentioned. 
11. AND the said Governor General in Council does further Ordain, Establish and 
Certificate to be made out for each 4ppoint, that a Certificate shall be made out for 
Share signed by three of the Directors each Share of the said Capital Stock of the said 
and delivered to the Proprietors or their Bank, and shall be signed by Three of the Directors 
Attornies. of the said Bank; which Certificates, when so made 
out, shall be delivered to the Proprietors of the said several Shares, or their Attornies 
lawfully constituted. 
12. AND the said Governor General in Council further Ordains, Establishes and 
___, Appoints, that the Shares in the said Bank shall and 
epSharce may be wansered by Special may be Transferable and asignable, by the Special 
the same being Registered. Endorsement or such Certificates of the Proprietors 
thereof respectively, their Executors, Administra- 
tors, or Assigns, and in no other manner,—such Endorsement specifying the name of the 
Person or Persons to whom the same is transferred,—_ PROVIDED ALWAYS that no such 
Endorsement shall be effective or valid, to Transfer the Property of, or any Interest in, or 
Right or Title to any Share, or any Dividend, Profit or Advantage arising therefrom, until 
such Endorsement shall have been duly Registered at the said Bank; and such Registration, 
together with the Date thereof noted in writing on the back of the said Certificate, under the 
hand of the proper Officer to be appointed by the Directors hereinafter mentioned for that 
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purpose. PROVIDED ALSO, that ‘Certificates 
may be sub-divided into tenth parts of a Share, and 
may at the requisition of the Proprietors, be issued 
for one-tenth part, or any number ef tenth-parts ofa Share. in lieu of the entire Certificates 
of such Share; and such Certificates shali be Assignable and Transferable in ‘the same 
manner, as Certificates for whole Shares, and in no other manner: AND where any Person 
or Persons shall become Proprietors in manner aforesaid, of any such Fractional Certificates, 
such Person or Persons may have the same re-united into whole Shares and Certificates 
issued for such re-united parts of Shares, at their option. PROVIDED ALSO), that if, at 
any future period, it shall appear expedient to the Governor General in Council for the time 
being, that the Capital Steck of the said Bank should be increased by any further 
Subscription. It shall be lawful for the said Governor General in Council, and he shall have 
C ccernicnite naveneatieeoeia Power. to open a Subscription for such turther 
Subscription for the farhenintenseok Amount to be added “0 the Capit al Stock of the said 
the Capital Stock in every Case, -viereol Bank as he shall think fit, giving Notice of such 
a reasonable time to be limited dunng Subscription, and the Amount thereof, to the Direc- 
Which Proprietors of Shares may set tors of the said Bank for the time being, for the 
coe ia or Bay pose of the same being communicated to the 
ei Proprietors thereuf at a General Meeting; —AND 
in every such case a certain reasonable time shall be limited after the Publication of such 
Subscription, during which the Proprietors of Shares of the said Bank who may be at the 
time of opening such Subscription, or at any ime before the expication ofsuch limited me, 
shall and may exclusively set down their Names as Subscribers tor such Additional Capital: 
If the whole amount should not be AND, if the whole amount thereof shall not be 
Subscribed by Proprietors, Subscriptions Subscribed for, according to the Terms of such 
sto become public and new Subscribers Subscription, by the said Proprietors, before the 
shall be Members of Corporation. expiration of such limited ‘time—then, and in no 
other case, such Subscripuon shall become Public, as to such part thereof as shall not have 
been filled up by the said Propnetors; and the Persons Subscribing according to the Terms 
of such Subscription, their Executors, Administrators, and Assigns, shall become, and be 
Members of the said Corporation, in the same manner and under the same Rules in all 
Provided no Proprietor set down his Tespects as the Subscribers hereinbefore named— 
name for any Addaioral Sum which PROVIDED that no Proprietor shall be entitled to 
shall increase his whole share of stock — set down his Name for, or to acquire or hold any 
DEVORE ONE AACR ONCE RMpESS: greater additional quanuty of Stock, than will, with 
Stock before bolden by him, make in the whale ONE LACK OF SICCA RUPEES, or Ten 
Shares of TEN THOUSAND SICCA RUPEES cach, of the said Stock. 
13. AND the said Governor General in Council does Ordain and Appoint, that no 
No persons jointly or separately shall Person shall Individually, nor shail any number of 
hold or be entitled to hold at the samme Persons jointly hold, or be entitled to hold, more 
time more than One Lack of Sicca than ONE LACK OF SICCA RUPEES, roaking 
Rupees, or Ten Shares of the Stock "Ten Shares of TEN THOUSAND SICCA RUPEES 
except the Company who may hold Onc . a ee ; ae 
Hundred Shares: each, of the Stock of the said Bank, at the same time; 
or to derive any Profit or Advantage from any greater 
quantity of Stock or Number of Shares during the time of holding the same-—PROVIDED 
that nothing in the foregoing Restrictions, as to the Number of Shares, shall be deemed in 
any manner to affect any Right or Interest of the United Gompany of Merchants of 
England, Trading to the East-Indies, in respect of the One Hundred Shares of the said 
Capital Stock so Subscribed, and being on their account as aforesaid; but the same shall be 
deemed an excepted case from the said Restriction. 
14. AND the said Governor General in Council does further Establish and Appoint, 
The affairs of the Bank to be managed ‘that there shall be, from time to time, and at all 
by 9 Directors, 3 of Whom to be nomi- umes during the Continuation of its Incorporation, 
nated by Government, and 6 by the Nine Directors for the Management of the Affairs of 
Proprietors. the said Bank; of whom Three shall be nominated 


Share may be Subdivided into Tenth 
parts of a Share, and again re-united. 
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The precursor: the Bank of Calcutta, 1806-1808 / 83 


from time to time by the Governor General in Council for the time being, and Six shall be 
elected by the Proprietors of the said Capital Stock, in manner hereinafter particularly 
mentioned. 
15. AND WHEREAS the said Governer General in Council has nominated Richard 
: , Waite Cox, Henry St. George Tucker, and William 
Pris pth) seein A bal ox a Egerton, Esquires, to be Directors of the said Bank, 
the pleasure of Government. during the pleasure of the said Governor General in 
Council. 
16. AND WHEREAS at a Public Meeting of the Proprietors of the said Capital Stock, 
: _ holden in the Town of Calcutta on the Fifteenth 
5 Ba cpa) alec tring sconce sa Day of December last, Alexander Colvin, John 
Palmer, James Alexander, George Tyler, and John 
Williamson Fulton, Esquires, and Maharajah Sookmoy, were elected to be Directors of the 
said Bank, during the period hereinafter mentioned; the said Governor General in Council 
doth hereby Establish and Appoint, that they, the said Richard Waite Cox, Henry St. 
George Tucker, William Egerton, Alexander Colvin, John Palmer, James Alexander, 
George Tyler, John Williamson Fulton, and Maharajah Sookmoy shall be the First and 
Modern Directors of the said Bank. AND that the said Richard Waite Cox, Henry 
Government Directors to continue or St. George Tucker and William Egerton, shall 
Ibe removed at the pleasure of Governor — continue to be Directors of the said Bank, during the 
General in Council, and others may be _ pleasure of the Governor General in Council for the 
appointed in their stead. tume being, and no longer; and that the said Governor 
General in Council shall and may Appoint other Persons of the description hereinafter 
mentioned, to be Directors of the said Bank, in the place of the said Richard Waite Cox, 
Henry St.George Tucker and William Egerton, or any or either of them, whensoever he 
On the [5th December two of the Shall think fit: AND that, on the Fifteenth Day of 
Proprietary Directors to goout by Rota- © December, which will be in the Year One Thousand 
tion, and two others to be annually Eight Hundred and Nine, a General Meeting of the 
chosen in their room. Proprictors entitled to Vote, shall be holden at the 
House in which the Business of the said Bank shall then be carried on, for the purpose of 
Electing by a Majority of Votes of the Persons entitled to Vote then present or duly 
represented by Proxy, two other Directors of the said Bank. AND the said Alexander 
Colvin, John Palmer, James Alexander, George 
The course to he observed in clecting = TyJer, John Williamson Fulton and Maharajah 
the two New Directors by Lot, who are = _«, igs 
to commence their Office on Ist January. Sookmoy above particularly named, shall, so svor 
as conveniently may be after such Election and 
betore the First Day of January, One Thousand Eight Hundred and Ten, meet together, for 
the purpose of determining by Lot in such way as shall seem to the Majority of them fittest, 
to secure the fair Drawing of such Lots,—which two of the said Six Persons shall quit and 
vacate the said Direction at the expiration of the Year One Thousand Eight Hundred and 
Nine; and at the expiration of the said Year, the Two Directors who shall have been elected 
on the said Fifteenth Day of December preceding, shall succeed to and become Directors of 
the said Bank in the place of the Two Directors so going out by Lot: AND on the Fifteenth 
Day of December. which shall be in the Year of Our Lord One Thousand Eight Hundred 
and Ten, a similar election shall be made of two other Directors by the Proprietors for the 
time being, in manner before provided: AND after such election, and before the First Day 
of January in the Year One Thousand Eight Hundred and Eleven. it shall be in like manner 
decided by Lot, which Two of the remaining Four of the Six Directors hereinbefore 
particularly named, shall quit and vacate the Direction at the expiration of the said Year 
One Thousand Eight Hundred and Ten, and the Two Directors so Elected as last 
mentioned, shall succeed to them; and in like manner, on the Fifteenth Day of December in 
the Year One Thousand Eight Hundred and Eleven, Two Directors shall be elected in 
manner aforesaid, and the Two remaining of the Six Directors above named, shall quit and 
vacate the said Direction at the expiration of the said Year; and the Two Directors so 
Elected, as last mentioned, shall succeed to them; and in each Succeeding Year, on the 
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Fifteenth Day of December, Two Directors shall be Elected in manner before said; and at 
the expiration of each Year Two of the Six Elected 
gine pe eater lson Sunday Nyirectors shall quit and vacate the said Direction in 
Rotation: PROVIDED that whenever the Fifteenth 
of December shall fall on a Sunday, such Election may be holden on the Sixteenth of 
December: PROVIDED ALSO, that the Two Directors so going out by Lot or Rotation, 
shall be capable of being re-elected at the Annual 
The two Directors going out, may be Election, which shall take place next after they have 
re-elected at the Election next after they : 
have so gone out. so gone out and ceased to be Directors by Lot or 
Rotation, and not before: PROVIDED ALSO, that, 
in case of the Death of any of the Six Elected Directors, or of their Resignation or Removal 
: in manner hereinafter mentioned, a General 
ean dee Die Moun Meeting of the Proprietors entitled to Vote, shall be 
to be held and Notice to be given within olden at the Bank, for the Election of a Director, in 
15 days after such Death, &c.,ifpracti- the stead of a Person so Dying, Resigning or 
cable, for the purpose of Electing a Removed, within Fifteen Days after such Death, 
Successor who is to continue for the Resi : R. bisa ieee bh c 
unexpired period only. gnation, or Removal,—unless by reason of any 
unavoidable impediment, the Meeting at such an 
carly Day may be impracticable,—and, if so, then, so soon as the same may be practicable: 
AND that Notice of the Day ofsuch Meeting shall be given by Advertisement in the Calcutta 
Gazette, and in such other ways as the said Directors may think best, for giving the fullest 
information thereof to the Proprietors: AND the Persons who shall at such Meeting be 
Elected in lieu of such Director, Dying, Removed or Resigning, shall be and be deemed 
Elected only for the unexpired period, during which his Predecessor was to have served. 
17. AND the said Governor General in Council further Establishes and Appoints, that 
No Person shall be Eligible as a Pro- "0 Person shall be capable of being Elected to serve 
rietory Director, who shall not Possess as a Director, who shall not, at the time of such his 
in his own Rights at least one unincum- election, be, bona fide, possessed of and entitled to at 
bered Share of the Capital Stock. least One Share of the Capital Stock of the said 
Bank, in his own Right and Unincumbered,—but that Subject to the said qualification, as 
Natives and others Eligible under the Well Natives.as well as all other Persons of whatever 
foregoing Condition, except those who _ description, except the Persons particularly excepted 
are particularly excepted by the 47 in the said Act of Parliament of the Forty-seventh 
oe : : ie! oe thing in these pre- Year of Our Lord the King, and except such other 
Persons as may be excepted by virtue of any thing in 
these presents contained,—shall be capable of being Elected and of Serving as an Elected 
Director of the said Bank. 
18. AND the said Governor General in Council further Establishes, Appoints and 
Declares, that the three Government Directors of 
Pen fe Government Directors shall be the said Bank shall, at all times, be Persons holding 
the Cea of Bengal. Public Offices under the Government of Bengal:— 
PROVIDED ALWAYS that it shall not be necessary 
to the qualification ofsuch Government Directors, that they should possess or be entitled to 
Not ane eee eae any of the Capital Stock of the said Bank; and the 
an Of the Capital Stock; and they as said Directors, as well ce those appo inted by the 
well as Proprietory Directors previous Said Governor General in Council, as those Elected 
to entering upon their duties, shall be by the Proprietors, before they actually enter on 
Sworn before the Governor General in their Offices, shall take and subscribe an Oath for 
Toast ceposcd onto: naree Of tHE the faithful discharge of the duties of the said Office 
of Director, which Oath shall be Administered by 
the Governor General in Council for the time being, in the way which is used in Courts of 
Justice for persons of the same religious persuation with the Persons so Sworn— 
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In cases of exemption from such Oath, 
either by the Laws of England, or the 
af of Government, it shall be 
sufficient to sign a Solemn Declaration. 


PROVIDED that if any Persons elected a Director, 
shall be of such description of Persons as by the 
Laws of England, or by the Regulations of the 
Governor General in Council, have any exemption 


from taking an Oath,—it shall be sufficient for such Person to sign a Solemn Declaration to 
the same purport, with the Oath above required to be taken.. 
19. AND the said Governor General in Council does further Appoint and Declare, that 


The proprietors at a General Meeting 
to have power to remove any Director, 
for Misconduct or other reasonable 
cause. 


the Proprietors of the said Capital Stock of the said 
Bank for the time being, shall at all times, have full 
Power and Authority, by a Majority of Votes present, 
or duly represented by Proxy, at any General 


Meeting, to be holden in manner hereinafter mentioned, to remove any Elector Director 


May, also, if the conduct of any of 
the Government Directors shall appear 
objectionable, pass a vote or resolution 
to that Effect, and submit same to Gov- 
ernment, who will either remove such 
Director, or make such other Order as 
they may think fit under the circum- 
stances. 


from his Office, for misconduct or other reasonable 
cause: AND that, if the conduct of any Government 
Director should appear to the Majority of the 
Proprietors who shall be present, or duly represented 
at any such General Meeting, to be so objectionable, 
as to render it unsafe or improper, that he should 
any longer continue to act as a Director—it shall be 
lawful for them to pass a Vote or Resolution to that 


effect, and to submit the said Vote or Resolution to the Governor General in Council for the 
time being, who will thereupon either remove the Director so objected to, or make such 
other Order for the satisfaction of the said Proprietors, as he shall think just and expedient, 
under all the circumstances. 

20. AND the said Governor General in Council does further Establish and Appoint, 


No person to be entitled to vote, who 


shall not be possessed of One Share of 
the Capital. Registered as such in the 
Bank Books. 


that no Person shall be entitled to Vote at any 
General Meeting of Proprietors, upon any question, 
who shall not at the time of such Meeting be 

of One Share in the Capital Stock of the said Bank, 


Registered in the Name of such Person in the Bank Books: AND that, after the Thirtieth 


No person after 30th June entitled to 
vote, who shall not have been possessed 


Day of June-next ensuing, no Person shall be entitled 
to Vote at any such Meeting, who shall not have 


of One Share for 6 months preceding been possessed of One Share in the said Capital 
General Meeting. «Stock Registered in his own Name, during Six 
Calendar: Months preceding such General Meeting: AND that persons possessing more 
Shares than One, Registered in their Names as aforesaid, shall be entitled to One Vote for 


Persons possessing as far as Five 
Shares to be entitled to One Vote, Seven 
Shares to Six Votes, and Ten Shares to 
Seven Votes, and no more. 


each Share as far as Five Shares; and Persons possess- 
ing Seven Shares Registered in their Names, shall 
be entitled to Six Votes; and Persons possessing Ten 
Shares to Registered, shall be entitled to Seven 


Votes; and that no Person shall be entitled to more than Seven Votes: AND that it shali be 
lawful for the Governor General in Council to give a Proxy, in writing, to be signed by the 


Government entitled by Proxy to 
Seven Votes, but not entitled to Vote in 
the Election or Removal of Proprietory 
Directors, nor on any question conceri- 
ing thé appointment or removal of any 
of the Inferior Officers or Servants, or 
concerning the Interior management of 
the Bank. 


Chief Secretary to the Government, by the Authority 
of the Governor General! in Council, to the said 
Chief Secretary, or to any other Person whom he 
shall choose to attend at such General Meeting; and 
that the said Governor General in Council, by the 
Person holding such Proxy, shall be entitled to 
Seven Votes, and no more: PROVIDED that the 


said Governor General in Council shall not be entitled to any Vote in the Election or 
Removai of the Elected Directors, nor on any question concerning the Appointment or 
Removal of any of the inferior Officers or Servants of the said Bank, or concerning the 
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Individual Proprietors may give a interior management thereof: PROVIDED ALSO, 
Proxy to any other Proprietor, and all that every Proprietor entitled to Vote as aforesaid, 
Proxies to be signed by the Persomor may give a Proxy, if he should not be present at such 
baba fivins ra same, and to be Meeting, to any other Proprietor, and all Proxies 
i rare sewer the shall be signed by the Person or Persons giving the 

same, and shall be delivered into and deposited in 

the said Bank, and kept among the Muniments thereof: AND in order to prevent confusion, 

a List of the Proprietors shall previously to each General Meeting, be truly and carefully 

made out from the Bank Books, and examined by 

Be prieiors pears saab cook 7 the Directors of the said Bank; and such List shall 

Rank Bockeand:cxhibied to thenk. specify the date at which each of the Shares were so 

Registered in the Name of the Person or Persons 

then holding the same, in order to ascertain the Right of Voting; and the said List shall be 

produced and exhibited to the Proprietors at the General Meeting, by the said Directors, 
for the purpose aforesaid. 

21. AND the said Governor General in Council further Establishes and Appoints, that 

A President to be Annually elected — the said Nine Directors shall, so soon as conveniently 
from among the Nine Directors, with may be, Elect from aniong themselves, One Person 
permission to re-elect the President of — ¢g be their President during the Year One Thousand 
the former year. Eight Hundred and Nine; and in each Year at the 
First Meeting of the said Directors they shall in like manner proceed to elect a President for 

And in case of Death or Resignation, the Year: AND in case of Vacancy in the Office of 
the vacancy to be immediately supplied. President, by Death or Resignation in the course of 

the Year, shall immediately proceed to supply the 
same—PROVIDED that, at the Annual Election, they shall be at Liberty, if they think fit, 
‘to re-elect the President of the former year. 

22. AND the said Governor General in Council further Establishes and Appoints, that 

. oe a the said Directors may Elect and Appoint a Person 

sed Tice Sec Ome ree to hold the Offices of Secretary and Treasurer to the 
be held by the same Person, and such said Bank, which two Offices shall be holden by onc 
other Officers as shall be found sere and the same Person; and also a Head Accountant, 
ert ding es bie Prociccalthe Esabisk: Native Khazanchee, and such other Officers and 
ment shall not exceed 30,000 Sicca Servants as shall appear to them to be necessary, for 
Rupees except with the sanction of the conducting the Business of the said Bank; and may 
Proprietors to b= obtained ata General Appoint and give such reasonable Salaries and 
meeting: Wages to the said Officers and Servants as they 
shall think fit—PROVIDED that the whole Annual Expence of the Establishment of the 
said Bank shall not exceed in the first Instance, the Sum of THIRTY THOUSAND 
SICCA RUPEES: AND it shall not be lawful or competent to the said Directors to 
appropriate any larger Sum in one Year to the 
Expences of the said Establishment, without the 
express Sanction of the Proprietors, obtained at a 
General Meeting: AND the said Directors shall have Power at all times, to remove and 
dismiss any of the said Officers or Servants, and Appoint others in their place. 

23. AND the said Governor General in Council further Establishes and Appoints, that 

; } the President of the said Directors shall and may, 

x The Resident when able oatsnd wnenever he shall be unable to attend ata 
President. Meeting of the said Directors, Appoint in Writing 
under his Hand, a Vice-President to Officiate for 

him: AND that the Presence of Three Directors at least shall be necessary, to Constitute a 
Thtee Directors at least necessary to Board for Transacting the Business of the said 
constitute a Board for ‘l'ransacting Busi- | Bank; and in case of an equal division of Voices, the 
ness, and in case of an equal division, President, or in his Absence, the Vice-President, 
the Casting Vote. SSCs have the Casting Voice: AND the said Directors 
shall Establish a Rotation among themselves, by 


Directors to have Power at all times 
to remove and dismiss Officers. 
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Virtue whereof Three of them shall be obliged to Attend and Officiaie in each Weck at 
every Meeting in the Week, fer the despatch of the Current Business and General 


The Directors to Establish a Rotation 
amongst themse)ves, 3 uf whom are to 
attend and officiate in each week, but 
none exempted from Officiating when- 
ever they may think fit. 


Superintendence of the Bank-——~PROVIDED that 
nothing herein contained shall be construed to 
exclude any of the sai! Directors froin Attending 
and Ofhiciating whenever they shall think fit, at all 
Meetings whatever for the Transacuon of the Affairs 


of the said Bank: AND all Accounts furnished by or on behalfof the Bank, and all Contracts 
or other Writings not under Seal, whereby the said Bank may be in any manner charged or 


All Contracts or other writings not 
under Seal, and all Letters and Orders 
of the Directors to be signed by ibree of 
them at least. 


bound, excepting the Cash Notes hereinafter 
mentioned, and al! Letters and Orders of the said 
Directors, shall be signed by Three of the said 
Directors at least—and such Signatures shall be 


considered essential to the Validity and Autherity thereof; AND the Seal of the said Bank 
shall not at any time be affixed to any Deed, unless in the presence of ‘Three of the said 


The Seal of the Bank not to be affixed 
unless in the presence of 3 Directors, 
who shall Sign their Names on such 
Deed independent of the Witness. 


Directors at least, whe shall Sign their Names on 
such Deed, in token of their has ing been so present, 
independently of the Attestation of such Person or 
Persons who may Sign the saine as Attesting 


Witnesses to the execution thereof: AND the said Directors may make such Rule, and take 
such Order for the Transaction of the Current Business and Management of the said Bank 


Mav make such Rules and Orders as 
shall be found Expedient for transaction 
of Current Business, contrary to Law, 


&o., &e., &e. 


as to them shall seern just and expedient,— 
PROVIDED the same be not contrary to Law, nor 
to the Regulations of the Governor General in 
Council, not to any of the Rules and Provisions 


herein contained, nor to any Bye-Law to be made at any General Meeting of the Proprietors 


in manner hereinafter mentioned. 


24. AND the said Governor General in Council further Establishes and Appoints, that 


The Secretary and Treasurer, and 
Head Accountant and Native Khazan- 
chee not to engage in any Kind of 
Business, but shall confine themselves 
exclusively to their duty as Officers of 
the Bank. excepting they be in the Service 
of Government. 


neither the Person Appoimted to the Office of 
Secretary and Treasurer, nor the Person Appointed 
to the Office of Head-Accountant, nor the Person 
Appainted to the Office of Native Khazanchee, shall, 
during the time of their holding the said Offices, 
engage or have any concern in any kind of Trade, or 
Act as Agent or Brokers, or in any other Business or 


Employment,—but shall confine themselves exclusively to the Duty and Business of their 
said Offices: PROVIDED ALWAYS, the Restriction hereinbefore last mentioned, shall 
not be construed to extend to the case of Persuns in the Service or Employment of the 
United Company of Merchants of England, Trading to the East-Indies, holding Public 
Offices under the Government of Bengal—but that such Persons shall notwithstanding be 
capable of holding either of the said Offices of Secretary and Treasurer or Head Accountant 
to the said Bank: AND the Persons Appointed to 
the Offices of Treasurer and Secretary and of Naiive 
Khazancher, shall, each of them, before he enters 
upon the Duties of his said Office, give Security to 
the Satisfaction “of the said Directors, for the Due 
and Faithful Discharge thereof, in a Sum of FIFTY 
THOUSAND SICCA RUPEES, and shall moreover Fake and Subscribe an Oath for the 
Faithful Discharge of their said Offices, before the Governor General in Council, or, if 
either of the said Officers shall be of the description of Persons having any exemption from 
taking an Oath by the Law of England, or by the 
Regulations of the Governor General in Council,— 
then they shall Sign a Solemn Declaration to the 
same purport, in like manner as is hereinbefore required to be done in the like case, by the 
Directors of the said Bank. 


The Secretary and Treasurer and 
Native Khazanchee previous to entering 
upon their Duties to give Security in the 
sum of Sicca Rs 50,000 each, and like- 
wise take and Subscribe an Oath before 
the Governor General in Council. 


In case of exception from such Oath 
to Sign a Solemn Declaration. 
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25. AND the said Governor General in Council doth further Establish, Direct and 


Bank shall not engage in any kind gf 
Trade, or be concerned in any kind of 
Agency for the Buying and Selling of 
Public Securities or of any other Species 
of Property whatsoever. 


Ordain, that the said Bank of Bengal shall not be 
engaged or concerned in any manner of Trade, and 
that the said Bank shall not be engaged or concerned 


_in any kjnd of Agency, for the Buying and Selling of 


Public Securities, or of Goods, or any other Species 


of Property whatsoever, and that the Business of the said Bank shall consist in, and be 
confined, as far as is possible, to discounting Bills of Exchange and other Negotiable Private 


The Business of the Bank to consist in 
and be confined as far as possible to 
discounting of Bills of Exchange, or other 
Negotiable Private Securities, keeping 
Cash Accounts and Receiving Deposits, 
and Issuing and Circulating Cash Notes. 


Securities, and keeping Cash Accounts, -and 
Receiving Deposits, and Issuing and Circulating 
Cash Notes in Manner and under the Rules herein- 
after more particularly mentioned: PROVIDED 
that nothing herein contained shall be construed to 
prevent or restrain the said Bank from the Purchase 


of Bullion, or from dealing therein in the manner used by the Bank of England, in 
pursuance of the Statutes in such case Made and Provided; not from Selling or causing to 


Not prevented from dealing in Bullion, 
or Selling Public Securities or other 
Property deposited with the Bank which 
has not been redeemed, 


be Sold, Public Securities or Goods, or other 
Property which shall have been bona fide, deposited 
with the said Bank as Securities for Loans made by 
the said Bank, and shall not have been redeemed 


according to the Terms of such deposit; nor from any Acts necessary towards the effecting 


of such Sales. 


26. AND the said Governor General in Council further Directs and Appoints, that the 


The Directors to discount Notes or 
grant Loans at such times only as the 
amount of cash in hand shall bear a 
proportion of one-third to the whole 
Amount of the Notes and other Claims 
outstanding and payable on demand. 


Directors of the said Bank shall Discount Bills and 
other Private Negotiable Securities, and make 
Luans of Money, at such times only as the Amount 
of Cash in the actual possession of the said Bank, 
and ready to be Isssued in Payments, shall bear a 
proportion of One- Third to the whole Amount of 


the Notes and other Claims Outstanding against the said Bank, and payable on demand: 
AND) that when, and so long as the Amount of Cash shall fall short of that proportion, no 
Discount or Loan shall be granted by the said Directors; zind that the said Directors shall 
not Discount any N egotiable Securities which have 
a longer period to ru.n than Three Calendar Months, 
nor shall they make any Loan for a longer period 
than Three Calenciar Months; and that the said 
Loans shall not be extended or renewed before, or at the e:xpiration of the period for which 
they are made, but shall be called in when due; and that t he said Bank shall not Discount 
any Negotiable Se:curities, or make any Loans at 
any higher rate of Interest than Twelve per Cent. 
per Annum: AND that the said Bank shall not be in 
advance on Loans to the Government, beyond the 
amount of FIVE LACKS OF SICCA RUPEES, in the whole, at one and the same time; 
and the said Direc:tors shal] do no Act, whereby 
such Advances Ou tstanding at one and the same 
time, will be increased beyond that amount: 
PROVIDED that the holding or purchasing of Public Securities, commonly called 
Company’s Paper, shall not be construed as 
Advancing, or beirig in Advance, or taken into 
Calculation in Estimating such Advances: AND the 
said Bank shal] not be in Advance to any Individual, 
or any Society or Partnership of Individuals, either by way of Discount or Loan, or in any 


Shall not discount any Securities or 
make any Loans for a longer period than 
3 months nor renew prs GARY but call 
the same tn when due. 


Not to charge Interest or Discount Bills 
at a higher rate of Interest than 12 per 
Cent. per Annum. 


Not to be in advance on Loans to 
Government beyond 5 Lacks at one time. 


Holding or purchasing Company's 
Paper, not to be considered as advancing 
or being in advance for the Company. 


The precursor: the Bank of Calcutta, 1906-1808 / 89 


o other manner on the Credit of such Individuals, 
or ces any pr abcre Individual beyond the amount of ONE LACK OF SICCA 
eA saver tneomlad exceeding RUPEES, at one and the same time; and that the 
said Directors shall do no Act whereby such 
Advances Outstanding at one and the same time, will be increased beyond that Amount; 
ot to grant any loan without taking 24 the said Directors, before they make any Loan 
Pedic Ae Company's Paper, or Bullion or Advance to any Individual or Society, or Partner- 
Plate, Jewels or Goods, not ofa perish- ship of Individuals, shall require and receive from 
able nature. such Individuals in deposit, as a Security for the 
said Loan, either Public Securities, commonly called Company's Paper, duly issued by 
some one of the Governments of the British Territories in India, which said'Company’s 
The Compaiiy'e Paperdenouied a4 Paper shall always be either Blank Endorsed or 
such Security to be bhenk or Speciall Specially Endorsed, in such manner as to place the 
endorsed, and in all cases where ek same at the absolute disposal of the said Bank, and 
loans are granted on Goods, the same shall on all occasions, be equal at least, to the 
ot to Patan edt ages of the estimated Amount of the Loan, or Bullion, Treasure, Plate, 
vere er Jewels, or Goods, not of a perishable nature, nor 
liable to great alteration in their value: AND in all cases where such Loan or Advance is 
made on Goods, the same shall not exceed one-half of the bona fide estimated value of such 
Goods—PROVIDED that no such Loans or Advances shall be made on the Security of 
any Share or Shares of the said Bank, nor shall the 
Certificates of such Shares be receivable as Deposits 
for such Loans or Advances: PROVIDED ALSO, 
that the said Directors shall not make any Loan or Advance on Mortgage, or in any manner 
Noronthe MaraareGfHowactank °° the Security of any Lands, Houses, or other real 
or other real Property. : or immoveable Property, either within or without 
_ the Town of Calcutta. 
27. AND the said Governor General in Council further Ordains and Appoints, that the 
Directors of the said Bank shall and may open Cash 
May open Cash Accounts between Accounts between the said Bank and Individuals, 
ee Facile cereus or Societies Gr Societies and Partnerships of Individuals, for 
il as ea keeping the Cash of such Individuals, Societies, or 
Partnerships, in the manner generally used by Bankers and Public Banks: BUT that such 
Individuals keeping Cash with the said Bank for Money, shall not at any time or on any 
Buia cise ellswaleniance Account, be allowed to‘overdraw their Accounts, 
draw. nor shall their Bills, Drafts, or Orders be honoured, 
accepted, paid or complied with, to any Amount 
exceeding the Amount of Cash actually standing at their Credit in the Books of the said 
Bank, and due to them on their Banking Account with the said Bank. 
28. AND the said Governor General in Council further Ordains and Appoints, that the 
See mene eee eee Directors of the said Bank may, from time to time, 
less han 10 or more than 10,000 Sicca 'SSUC, On account of and for the:said Bank, Promissory 
Rupees payable on demand. Notes payable on demand, to be signed by such 
Person or Persons for and on account of the said 
Bank, as the Directors shall, from time to time, Appoint for that purpose, either of their own 
Body or from among the Officers and Servants of the said Bank: PROVIDED that none of 
the Notes so to be issued, shall be under the Amount of TEN SICCA RUPEES, or exceed 
the amount of TEN THOUSAND SICCA RUPEES. 
29. AND the said Governor General in Council further Ordains and Appoints, that the 
; entire Sum of Debts of the said Bank, whether on 
Bd ical ede ed 2 pay fara Bonds, Notes, or in any other manner Outstanding, 
"at one time, and due or coming due from the said 


Not to grant loans on the deposit of 
Bank Certificates. 
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Bank shall not, on any account or pretence, exceed the Amount of the said Capital Stock of 
FIFTY LACKS OF SICCA RUPEES: AND that, if the said Directors shall at any time 
when the Outstanding Debts due and coming due, shall Amount to the Sum of FIFTY 
LACKS OF SICCA RUPEES, comprizing Debts of every description, Contract any 
further Debt to any Person, either by the issue of Notes or in any manner whatsoever, on 
account of the said Bank,—each of the Directors of the said Bank who shall contract or 
And any Director who shall contract. Concur in Contracting such Debts, for, or on 
or concur in Contracting such Debts, | account of the said Bank, or who shall know of the 
and shall not give immediate notice contracting of such Debts at any time, and shall not 
thereof, shall be personally responsible. give immediate Notice thereof to a General Meeting 
of the Proprietors to be summoned for that purpose, shall be Personally liable to make 
Good and Pay the Amount of the said Debts so Contracted, and shall Pay the same into the 
said Bank, on the account and in exoneration of the said Bank, whenever he shall be 
required so to do, or such proportion thereof, as he shall be required to pay by any Vote or 
Resolution of the Proprietors, passed at a General Mecting. 
30. AND the said Governor General in Council further Directs and Ordains, that it 
shall be lawful for the Directors of the said Bank, to 
May receive in Deposit Bullion, receive in De - rand rash Custody, : = such 
Treasure, Jewels, Plate, and other wares ve Upo 
Articles not of a perishable nature. Terms and Conditions of Accommodation or other- 
wise, as they shall think fit and reasonable, on 
behalf of the said Bank, upon Agreement with the Owners thereof, Bullion, Treasure, 
Jewels, Plate and other Articles of Value, not liable to Spoil or Waste. 
31. AND the said Governor General in Council further Directs and Ordains, that the 
Shall not be allowed to hold in its own said Bank shall not hold or he po a of, in its 
ent compart fare a rar ow” Rh. Public Secures, usualy called Com 
Amount than <é. acks al one time, cS Ay : ‘ 
exclusive of Paper in deposit as aSecunty “TWENTY-FIVE LACKS OF SICCA RUPFES at 
to Government of any debt due by Bank any one time, over and above, and exclusively of 
to Government, &c., &c. ‘ i ; 
such Company’s Paper, as may at such time be 
actually deposited in the Public Treasury, as a Security to the Government, for, or in 
respect of any Debt due or growing due from the said Bank, to the said Government, or any 
Credit given, or afforded to the said Bank, by the said Government. 
32. AND the said Governor General in Council further Directs, Ordains and Appoints, 
that the Directors shal! cause.the Books of the said 
oe Books tu hes Ler yaat ae ee Bank to be balanced every Six Months; that is to 
Sora ete te goth Apriland 31st say, to the Thirtieth of April and the Thirty-first of 
October in each Year; and that a true and exact 
Statement of the Balance at each period of Balancing, Signed by a Majority of the said 
Directors, shall, without delay, be Transmitted 
And a Statement thereof ateach period, through the Chief Secretary of Government, to the 
attested by a Mafority of the Directors, Governor General in Council: AND FURTHER 
, that the Governor General in Council shall, at all 
times, during the Term of Incorporation of the said Bank, and the continuance of these 
Presents, have full Power and Authority to require of the said Directors any Information, 
_ which he shall think fit to require, respecting the 
ion, ad alse the production of al Book Affairs and Transactions of the said Bank, and the 
and Papers of the Bank, andtoAppoint State thereof, AND ALSO; to require the uction 
any Officers of Government to inspect of al] Books and Papers of the said Bank, Lato may 
the same. be in the Possession, Charge, Power or Procurement 
of the Directors uf the said Bank, or any of them, and to Appoint any Officer or Officers of 
Government, to inspect such Books and Papers: AND that upon all requisitions of the said 
Governor General in Council, signified to the said Directors, officially by the Secretary, to 
whom it may belong to signify the same, the said Directors shall], without delay, furnish 
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(rue, exact, and full Information on all matters relating to the Affairs and Transactions of 
the said Bank, and the State thereof, on which such Information shall be required: AND 
shall produce to the said Governor General in Council, in such manner, and at such time 
and place as they shall be required, all Books and Papers of the said Bank, which may be in 
the Custody, Charge, Power, or Procurement of the said Directors, or any of them; or if 
thereunto required, shall fully and freely suffer the same to be inspected by such Officer or 
Officers of Government as shall be Appointed and Deputed by the said Governor General 


in Council, to inspect the same. 


33. AND the said Governor General in Council further Ordains, Directs and Appoints, 


Dividends the rate thereof shall be 
determined by the Directors upon the 
heres of the Actual profits of the Bank, 
during the period for which such Div- 
idends shall be made. 


that the Amount of the Dividends to be made to 
the Proprietors of the said Bank as hereinafter 
mentioned, shall be determined, from time to time, 
by the said Directors, upon the Ground of the 
Actual Profits made by the said Bank, during the 


period, in respect whereof such Dividend is made: AND that the First Dividend shall be 


The first whereof to be made on the 
Ist July 1809, after which they shall be 
made every six months, v1z., {st January 
and lev yjaly. 


made on the First Day of July, in the Year One 
Thousand Eight Hundred and Nine; and from that 
date, a Dividend shall be made every Six Months, 
that is to say, on the First Day of January, and the 


First Day of July in each Year: AND that all unclaimed Dividends shall be holden in 


_ All unclaimed Dividends to be held 
in Deposit payable in demand, and not 
to be used in Payment of demands on 


the Bank. 


deposit in the said Bank, payable on demand to the 
Persons entitled thereto; and the said Directors shall 
not be at liberty to apply or make use of the Money 
appropriated to such Dividends or any part thereof, 


in the Payment of Demands on the said Bank: PROVIDED ALWAYS, that if any 
Propnictor of the Capital Stock of the said Bank, registered as such in his own name, on the 


Should any Proprietor (not Executor, 
Administrator or Trustee for another) 
have incurred a Debt to the Bank, and 
made default in the Payment, the Direc- 
tors may appropriate Dividends, which 
may have lecome due to such Proprictor, 
at any period antecedent to the failure 
in his Engagements, or which may after- 
wards become due to hisn in ot towards 
discharge of such Debt. 


Books of the said Bank, and not as Executor or 
Administrator, or otherwise in trust for any other 
Person or Persons, shall have become indebted to 
the said Bank, and shall! in any manner have made 
default in the Payment of the said Debt, it shall be 
lawful for the said Directors, if they think fit, to 
appropriate to the Payment of the said Debt, any 
Dividends which at the time of such Default may be 
due, or which may thereafter and before such Debt 


is paid, become due to such Proprietor, instead of Paying them to him; and such Proprietor 
shall accordingly have Credit, for the Amount of his Dividends, so appropriated in 
reduction or discharge of his Debt to the said Bank, and shall not be entitled to claim the 


same from the said Bank in any other manner. 
34. AND the said Governor General in Council further Directs and Appoints, that the 


The Directors shall submit Annually 
on the first Monday in June, to the Pro- 
prietors at a General Meeting which 
shall be held on that day, a General 
Account of the Transactions of the Bank 
for the preceding Year, made up to the 
30th April, and shall accompany it with 
such a report as may be necessary for 
the Information cf Proprietors, and 
which account and report may be taken 
into Consideration, and such resolu- 
tion passed thereon, as may be deemed 
requisite. 


said Directors shall Annually, on the First Monday 
in the Month of June in each Year, lay before the 
Proprietors of the said Capital Stock, at a General 
Meeting, which shall be holden on that Day, a 
General Account of the Affairs and Transactions of 
the Bank, made up to the Thirtieth Day of April 
preceding; and shall also with the said Account, lay 
before the said Proprietors, such Report upon the 
said Affairs and Transactions, and upon the State of 
the Bank, as may be necessary for their information: 
AND the said Proprietors shall and may, Wf they 
think fit, take such Account and Report into 


Consideration at the said General Meeting, or at any Adjourned General Meeting, and 
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shall pass such Resolutions, or take such Order thereon, as to them may seem proper: AND 
that for the Annual Elections, and for all other Business of the said Bank, which is 
And for all other Business of the Bank according to the True antent and Meaning of any 
to be transacted at General Meetings, lause in these presents contained, to be Transacted 
such be held on the days before appointed . at General Meetings of the Proprietors on stated 
for the same, unless they fall on a Days; such General Meetings shall be holden on the 
serena rh cae they shallbeheld Days hereinbefore respectively Appointed for the 
same, unless the same shall fall on a Sunday, én 
which case, they shall be holden on the Day following: AND for Elections in cases of Death 
or Resignation, and for such other Affairs of the said Bank, as are according to such Intent 
General Meetings for Election incase 294 Meaning, to be transacted at such General 
of death, resignation or other business, | Meétings—but for which no stated times can be 
for which no stated time can be fixed, are _ fixed, in respect of the uncertainty of their occur- 
to be held according to Notice, &c.,&c. — yence,—such General Meetings shall be holden 
according to Notice to be given by the said Directors, in the manner, and for the time herein 
required, where any thing is expressed concerning such Notices,—and where nothing is so 
expressed, then in such manner, and for such period of time, as may be best calculated for 
the information of the said Proprietors—regard being had to the exigency of the matter, for 
which such General Meeting shall be convened: AND that besides such General Meetings 
as shall be holden for the Transaction of any Business which, according to the True Intent 
and Meaning of these presents, is appointed to be 
Sane een Oe eien e Transacted at General. Meetings,—if any three or 
any Special Purpose, giving not lessthan ‘more of the Directors of the said Bank, shall, at any 
15 days’ Notice in the Calcutta Gazette, time, see reason to convene a General Meeting of 
and sh eee at such Meeting, shall the Proprietors for any Special Purpose whatsoever, 
BS Yaa neuer relating to the Affairs of the said Bank—it shall be 
lawful for them, and they are hereby empowered so to do, upon giving Notice of such 
Meeting, and of the Special Purpose thereof, not less than Fifteen Days’ previous to the 
holding thereof, by Advertisement to be inserted in the Calcutta Gazette, under the Signature 
of the Directors, who shall convene the said Meeting,—and such General Meetings shall be 
holden accordingly; and all Acts done then, concerning the Special Purposes of such 
Meeting, of which Notice shall have been given as aforesaid, shall be of the same Force and 
oe -.. Effect, as if done at any General Meeting herein 
ioe = dest tion natch Piha Mee specially directed: AND that if any Ten or more of 
Meeting, they may do so on giving 15 _ the Proprietors of the said Capital Stock entitled to 
days like Notice and Acts done, shall be yore, shall see Reason at any time to convene such 
VauGias Se Se General Meeting for any such Special Purpose as 
aforesaid, it shall be lawful for them, and they are also hereby empowered so to do, giving in 
like manner Fifteen Days’ Notice at the least of the said Meeting, and the Special Purpese 
thereof, in the Calcutta Gazette, by Advertisement, under the Signature of such proprietors, — 
and the said Meeting shall be holden accordingly; and all Acts done there, concerning the 
Special Purposes of such Meeting, of which Notice shall have been given as aforesaid, shall 
be of the same Force and Effect, as ifdone at any General Meeting herein specially directed. 
35. AND the said Governor General in Council further Ordains, Directs and Appoints, 
that the Majority of the Directors of the said Bank 
A eos make Laws ae for the time being, shall have full Power and 
Business. mets ne Authority from time to time, to frame and make 
such and so many reasonable Laws and Ordinances, 
as to them shall seem necessary or convenient, for the good Government of the said 
Corporation and the Management of the Affairs thereof: AND all such Laws and 
Ordiriances, when framed, shall, before they become binding, be published for the 
Before they become binding are to be information of the Proprietors of the said Bank, and 
published in the Calcutta Gazette. others whom they may concern, in the Calcutta 
Gazette: AND it shall be lawful for any Ten or more 


SEN SEP OREN ES Merrett eco 
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Proprietors of the said Bank, entitled to Vote at any time within Two Calendar Months 
after such Publication, by Advertisement in the said Calcutta Gazette, under their Signatures 


Any ten Proprietors may within two 
Months after such publication, convene 
a General Meeting upon not less than 
15 days’ notice for the purpose of taking 
such Laws into consideration. 


to convene a General Meeting, upon not less than 
Fifteen Days’ Notice, for the purpose of taking such 
Bye-Laws into consideration, or to give Notice of 
not less than Fifteen Days, of their intention, 
to propose the taking of such Bye-Laws into 


consideration at any General Meeting then about to be holden;—and such Notice shall 
specify whether it is intended to propose the Abrogation of the said Laws, or of any and 


_ What the notice is to specify, and the 
time to be taken into consideration at 
the General Meeting. 


what part of them, or the Amendment of any and 
what part of them: AND where it is proposed to 
Amend any part thereof, shall state the substance of 
such proposed Amendment: AND upon any such 


Notice given, the said Laws shall be taken into consideration at the General Meeting 
specified in such Notice: AND it shall be lawful for, and competent to the Majority of Pro- 
prietors entitled to Vote, who may be present at such General Meeting, to debate and 
determine such questions as to the Abrogation or Amendment of the said Laws or any part 


If no such notice shall be given within 
Y months after the publication of any 
such Law, on having been given the 
abrogation or amendment shall not be 
adopted, the Bye-Law, shall become 
valid and binding. 


thereof, as shall have been mentioned in the said 
Notice: AND if no such Notice as above mentioned 
shall be given within two Calendar Months, after 
the publication of any such Law by the said 
Directors; or, if such Notice being given, the 
Abrogation or Amendment of such Bye-laws shall 


not be proposed at a General Meeting, pursuant to such Notice, or being proposed, shall 
not be adopted then, and not before, or otherwise,—such Law shall become, and be, from 
the expiration of two Calendar Months, from the publication thereof, valid and binding as 
a Bye-Law of the said Corporation, until the same shall be repealed in manner hereinafter 
mentioned: AND where such Notice shall be given 
as aforesaid, and any Amendment in any such Law 
Law shall from that time become valid | mentioned in such Notice, shall be proposed and 
until, &c.. &c. adopted at any General Meeting in pursuance of 
such Notice, then such Amended Law shall, from thenceforward, become valid and 
binding as a Bye-Law of the said Corporation, until the same shall be repealed or altered in 
manner hereinafter mentioned. . 

36. AND the said Governor Genera! in Council further Establishes and Appoints, that if 
the Majority of the said Directors shall, at any time, 
think it expedient to repeal any Bye-Law of the said 


But if notice shall be ave, &c., and 
any amendment adopted, the amended 


‘The Directors may at any time they 
think fit, repeal any Bye-Law upon pub- 


lishing the same for the information ol 
the Proprietors, any Ten of whom may, 
if they sce fit, oppose such Resolution 


Corporation, it shall be Lawful and Competent to 
them, to come to a Vote or Resolution, that the 
same shall be repealed, and they shall publish such 


and piers the rescinding thereof at 


any General Meeting of the Proprietors. Vote or Resolution in the Calcutta Gazette; and ifany 


Ten or more Proprietors of the said Bank shall think 
fit to oppose such Vote or Resolution, and to propose rescinding thereof at any General 
Meeting of the Proprietors, it shall be Lawful and Competent to them to publish an 
Advertisement in the Calcutta Gazette of such intention; and either to convene a General 
Meeting of the Proprietors, at not less than Fifteen Days Notice, for the purpose of 
determining whether such Vote or Resolution of the. said Directors shall or shall not be 
rescinded, or to give Notice of not less than Fifteen Days of their intention to propose the 
rescinding of such Vote or Resolution at any General Meeting then about to be holden: 
AND if no such Notice as last above-mentioned, shall be given within two Calendar 
Months from the Publication of such Vote or Resolution of the said Directors, for the repeal 
of any Bye-Law; or if such Notice being given, the 
rescinding of the said Vote or Resolution shall not 


ifno i jaar made, the same shall 
be proposed at a General Meeting , or being pro- 


be deemed repealed. 
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posed, shall not be adopted then, and not before,—such Bye-Law shall be deemed to be 
repealed. 
37. AND the said Governor General in Council further Establishes and Appoints, than 
in by all such Bye-Laws and Ordinances so to be 
__ (All lawful pains and penalties may be piade as aforesaid, all such lawful Pains and Penalties 
inflicted by Fines or Amerciaments, and : Baas a : 
levied and taken by distress by such May be imposed and inflicted by Fines or Amercia- 
Persons as the Bank ‘may appuint, or ments or other lawful ways and means, upon all 
recovered by action &c., &c., so as the ~~ Persons legally bound thereby, as to the makers 
Laws and Ordinanves be reasonable and hereof shall . ve . 
not contrary or repugnant to the Laws iereo) Anallseein Decesser yi micee en <Pavenient 
of the Realm, &c. for the due observation of such Laws and Ordinances; 
and the same Penalties, Fines and Amerciaments, 
shall and may be either levied and taken by distress by such Officers and Servants of the 
said Bank of Bengal, or such other Persons as shail be duly Appointed for that purpose, or 
recovered by action of Debt, or of Indebitatus Assumpsit, or by any other lawful ways and 
means, as shall be directed in the said Bye-Laws to the use of the said Bank of Bengal, and 
their Successors,—so as always that the said Laws and Ordinances be reasonable and not 
contrary or repugnant to the Laws of the Realm, or to the Regulations of the Governor 
General in Council, duly Promulgated or to be Promulgated. or to the Privileges, Rights 
and Powers and Immunities of the United Company of Merchants of England, Trading to 
the East-Indies, as by Law established: PROVIDED ALWAYS, and these presents are 
upon the express condition, that the Governor 
General in Counci for the time being, may at any 
time after the Thirty-first Day of December, which 
will be in the Year One Thousand Eight Hundred 
and Fourtecn, upon One Year’s Notice to be given to the Directors of the said Bank, put an 
end to the said Corporation: AND that any Order or Act of the Governor General in 
Council for the time being, for putting an end to the said Corporation signified in wniting by 
the Chief Secretary to Government, to the Directors of the said Bank for the time being, 
shall be a sufficient notice tor that effect; and that at the expiration of One Year trom such 
notice, the said Corporation shall be absolutely 
_ How Capital Stock to be disposed of — dissolved and determine: BUT the said Governor 
iencasccct dissolbnenchuenk General in Council doth expressly Ordain, Appoint 
and Declare, and the said Proprietors hereinbefore particularly named, Agree and Stipulate 
for themselves, their Heirs, Executors and Adininistrators in their natural capacity, and 
also for themselves and their Successors in their Politic Capacity, and the Grant of these 
presents by the said Governor General in Council, and the Acceptance thereof by the said 
Persons, is upon the Condition, that in case of the Determination or Dissolution of the said 
Body Corporate, under such Notice as aforesaid, the Capital Stock and Property of the said 
Body Corporate of whatever nature, with all increase thereon, shall revert, go, pass, and 
belong, and be reserved and saved to the several Parties who may be interested in, and 
Proprietors of the said Capital Stock at the time of such Determination or Dissolution: That 
is to say, that the said United Company of Merchants of England, Trading to the 
East- Indies, their Successors or Assigns, shall be entitled to such Proportion of the whole of 
the said Capital Stock and Property, as the same may then stand as the Subscription and 
Contribution of the said Company, bears or shall bear to the Subscription and Contribution 
of Individuals towards the said Capital; and the several Individual Proprictors of the said 
Stock for the time being, shall be entitled to the rest of the said Capital Stock and Property, 
in such Shares and Proportions, as they respectively stood entitled thereto as Members of 
the said Body Corporate: AND it shall be iawful for the Directors of the said Bank for the 
time being, in case such Notice as aforesaid, of the 
determination of the said Body Corporate, shall be 
given by the Governor General in Council, to form 


After 31st December, 1814, Govern- 
ment may upon One Year's Notice, put 
an end to the Corporation. 


_ Direcors to form a plan for the real- 
ization and division of Capital Stork. 
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such Plan as to them shall seem fit and expedient for the Realization and Division of the 
said Capital Stock and Property, in manner aforesaid; and the same shall be submitted to 
Plan to be submitted to the Proprietors. the Proprietors at their General Meeting, at the 
time, and in the manner in which the Annual 
Account and Report of the Affairs and Transactions of the said Bank, is hereinbefore 
required, to be submitted to the said Proprietors by the Directors, or at any other General 
.Meeting to be convened by the Directors for that 
purpose at one month’s notice, Advertised in the 
Calcutta Gazette; and the same shall, and may be 
taken into consideration at such General Meeting; and the Majority of Proprietors entitled 
to vote, who shall be present at such Meeting, shall and may take such Order, and Pass 
such resolutions thereon, as they shail think fit: PROVIDED ALWAYS, that nothing 
herein contained, shall be construed to preclude the 
Body Corporate may surrender this said Body Corporate, from the Surrender of these 
Charter, and accept a New One from 5 , : : : 
Cavernor General. in Council. presents to the Governor General in Council for the 
time being, if they shall be thereunto minded, and 
the Acceptance ofa New Charter from the said Governor General in Council; but that such 
Surrender and Acceptance, so far as the same may be by I.aw, shall be Valid and Effectual 
to all Intents and Purposes,—anything in these Presents contained to the Contrary, in any 
ans, oe : wise notwithstanding.—IN WITNESS whereof, 
a Charter made Patent 2nd January the said Governor General in Council hath caused 
Sides these presents to be made Patent, this Second Day 
of January, in the Year of Our Lord One’Thousand Eight Hundred and Nine. 


To be taken into consideration at a 
General Meeting. 


Chapter 5 


Managing a giant in infancy: 
The Bank of Bengal 1809-1828 


5.1 The management of the Bank of Bengal, 1809-22 


In accordance with the government notification dated 24 September 
1808 published in the Calcutta Gazette the proprietors of the Bank of Bengal 
elected, at a public meeting held on 15 December 1808, the following six 
proprietory directors: A. Colvin, J.W. Fulton, G. ‘Tyler, John Palmer, 
James Alexander and Maharaja Sookmoy (Sukhamoy) Roy. Maharaja 
Sookmoy Roy was the grandson of Lakshmikanta (alias Naku) Dhar, 

“banker to Clive and the Company; he thus represented the interest of 
Indian collaborators of Europeans at its apex.' Sookmoy Roy died on 19 
January 1811, and his place on the beard was filled by Robert Warden. No 
Indian became a director of the bank until another century had passed. 
John Palmer, James Alexander and Alexander Colvin were partners of 
Trail Palmer & Co., Alexander & Co., anid Colvins Bazett & Co. respect- 
ively. John Williamson Fulton was a partner in the firm of Mackintosh 
Fulton & McClintock. George Tyler is listed in the East India Register of 
1811 as a merchant and agent of Calcutta. (Henry Tyler became the first 
accountant of the Bank of Bengal, but we do not know whether Henry and 
George were related.) These directors thus represented some of the biggest 
agency houses as well as other important European merchants of the time. 

‘The Governor-General in Council nominated R.W. Cox, H.St.G. Tucker 
and W. Egerton to be the government directors of the bank. At their first 
meeting the directors elected Tucker to be the President of the board. The 
establishment of the Bank of Calcutta was taken over by the Bank of 
Bengal. 

The chief executive of the Bank of Bengal was the secretary and treasurer. 
J.W. Sherer, who was the first secretary and treasurer of the Bank of 
Calcutta, was appointed the first secretary and treasurer of tue bank under 
its new name. But Sherer, a civil servant of the Company, moved to 
another post, and his place was taken by W. Morton who had already 
served as secretary and treasurer of the Bank of Calcutta for some time.” 
Under the secretary and treasurer served the European bookkeeper (who 
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was later called the accountant), and an Indian khazanchee or cash- 
keeper. Although the salary of the khazanchee was only Rs 300 while the 
secretary’s salary was Rs 800 to start with, both of them had to furnish the 
same security, viz. Rs 50,000, to the bank. The secretary and treasurer, the 
khazanchee and the accountant were specifically forbidden to engage in 
private business of their own. But the accountant was, in fact, allowed to 
engage in business until the beginning of the 1830s. The first khazanchee 
of the bank was Ramchandra Roy, the eldest son of Sookmoy Roy. 
(Ramchandra was given the title of Raja and then Maharaja by the 
government.) The existence ofa Portuguese writer on the establishment of 
the bank may indicate the lingering importance of Portuguese as a lingua 
franca in Asian trade or the special importance of Macao (a Portuguese 
settlement in China) for shipments of opium, or both. The employment of 
a number of Bengali writers indicates that much of the primary accounting 
in the bank was done in Bengali. The charter of the bank was specific that 
the total establishment charges of the bank had to be kept within Rs 30,000 
per year, unless a change was approved by a general meeting of the 
proprietors. We shall discuss in Chapter 9 the other special features of the 
office setup of the bank and changes in that setup over time. 

At their second meeting, held on 5 January 1809, the directors of the 
Bank of Bengal sanctioned a total loan of Rs 1,20,700 by the secretary and 
treasurer, of which Rs 43,700 were lent to four Indians and Rs 77,000 to 
one European. The secretary and treasurer was empowered to sanction 
loans on deposit of Company’s paper or bullion on the days between the 
meetings of the board of directors. At the third meeting held on 7 January 
1809 the directors resolved that private notes and bills would be discounted 
at the rate of 10 per cent per annum, and the loans granted on Company’s 
securities should carry an interest of 9 per cent per annum. It was also 
decided to discount insurance policies at the rate of 9 per cent per annum 
provided there was no lien on them. A legal department was set up in the 
bank to deal with legal problems arising out of its business. It was decided 
that the notes of the Bank of Bengal should be signed by two directors, and 
entered in the books of the bank by the secretary and treasurer or the 
accountant. | 

On 19 January 1809 the Government of India called for and received a 
deposit of Rs 20 lakhs as security for the credit given by the government to 
the bank by the receipt of its notes at the public treasuries. 

On 2 March 1809 the directors decided that it would be safe to grant 
loans against the security of salt and opium, and informed the government 
accordingly. It was, however, suggested to the government that the 
vouchers or certificates or any other instruments issued to owners of opium 
or salt be made on security paper so as to avoid the possibility of any fraud 
being perpetrated upon the bank. | 

The charter placed an overall limit of Rs 50 lakhs on the bank’s debts 


98 / The Evolution of the State Bank of India 1806~-60 


(including bank notes) and specified the kinds of securities against which 
the bank could lend. In addition, the charter imposed certain restrictions 
on the choice of portfolio or the amount of note issue by the bank: (1) The 
directors could grant loans or discount bills only so long as the cash in the 
possession of the bank was at least equal to one-third of the value of notes 
and other claims payable on demand; (ii) the bank could not lend more 
than Rs 5 lakhs in the aggregate to the government at any time; (ili) the 
bank was not allowed to hold more than Rs 25 lakhs of Company’s paper 
in its own right (that is, apart from the paper that was deposited as security 


Statement 5.1 
Profits of the Bank of Bengal from 2 January to 31 December 1809 


Cr. Rs ap 
Excess of interest on 8% loan obligations 2,15,419-13-8 
Excess of interest on treasury notes 1,06,932- 3-1 
Interest on loans on deposits 1,06,598— 3-5 
Discount on government bills 15,037-10-8 
Discount on private bills 6,121- 1-5 
Profit and loss 5,352— 0-0 
Discount on salary bills 4,441-12-8 
Hoondeaun 2,178- 7-3 

4,62,081- 4-2 
Rs. ap 
Deduct charges general paid and payable 28,938—14—2 
Law charges paid , 2,000- 0-0 
30,938—14-2 
Profits realised 4,31,142— 6-0 
Add growing interest on government securities 39,749-4—9 
growing interest on loans on deposits 12,432-3-9 
52,181— 86 
4,83,323—14—6 

Dr. First 6 months dividend paid, 

at the rate of 9.49/64% per annum 2,44, 140-10-0 
Second 6 months dividend payable to this 
day of 9.9% per annum 2,39,062— 8-0 


4,83,203— 2-0 


Surplus 120-12-6 
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for loans granted to others). ‘hese restrictions, together with the permanent 
deposit of Rs 20 lakhs of Company’s paper as security to the government 
and the decisions taken by the bank during the first three months of its 
existence (including the decision to lend money against the deposit of salt 
and opium—the sale of both the commodities being government monopolies 
and important sources of public revenue), defined the basic channels of its 
business until 1822, when its charter was amended. 


9.2 Portfolio choices of the bank, 1809-1822 


We deal with the period 1809-28 in this chapter mainly for two reasons: 
first, some important statements were prepared by the bank covering the 
period up to 1828, when it made a case for modifying some of the clauses of 
the amended charter that the Court of Directors wanted the Bank of 
Bengal to adopt in 1829. Secondly, 1828 was a year when the agency house 
crisis, Which had a serious impact on the business of the bank, was still 
brewing but had not burst upon the commercial world of Calcutta. While 
the tables we present cover the whole span 1809~28 we shall subdivide the 
period into two unequal halves. The first covers the period up to 30 June 
1822 (which 1s the last complete half-year which was governed by the 
charter of 1809) and the second extends from | July 1822 to 31 December 
182%, tor the bank’s charter was eflectively amended in August 1822 
although the change was not ratified until a few years later. 

‘The statement of profits of the Bank of Bengal during the first year of its 
working was drawn up as in Statement 5.1. 

It is interesting that hoondeeaun (or hoondian) as a distinct item of income 
appears up to the end of 1810, after which it is not separately recorded. If 
we now take the profit and loss account of the bank for the year 1821 
(adding together the accounts for the periods | January—30 June 1821 and 
1 July~31 December 1821 for the purpose), we find the picture as given in 
Statement 5.2. 

In its first two years between two-thirds and four-fifths of the Bank of 
Bengal’s income was derived as interest on Company’s paper (6 and 8 per 
cent loan obligations and treasury notes) and capital gains on the longer- 
dated promissory notes (which were shown as ‘Profit and Loss’ in the 
credit balance). The latter accrued as the government successfully engaged 
in the conversion of treasury bills and notes and higher-interest bearing 
securities into loans bearing lower rates of interest. Treasury notes prac- 
tically vanished from the bank’s portfolio after 1811. “‘Vhe income from 
discounting private bills was very low initially, rarely amounting toeven 8 
per cent of the gross income up to 1816. But from 1817 the importance of 
private bills increased. As the profit and loss account of the year 1821 
shows, they came to account for about 15 per cent of the gross income. By 
then, together with capital appreciation, the income from government 
securities came to account for about 60 per cent of the income of the bank. 
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Statement 5.2 
Profits of the Bank of Bengal, 1 January to 31 December 1821 


Rs ap 
Cr. Interest on 6 per cent loan obligations 1,60,119- 3—11 
Discount on private bills 64,125-13- 7 
Interest on loans on deposits 92,777-14— 8 
Discount on government bills 4,910-11- 0 
Discount on salary bills 2,857-[1— 0 
Profit and Loss 98,313-14— 1 
4,23,105- 4- 3 
Deduct Charges general 37,541- 3-3 
Law charges 1,779-12—0 
Profit and Loss account (protested bills) 93,495- 2-0 
— 1,32,816- 1- 3 
2,90,289- 3- 0 
Dr. Twentyfifth half-year’s dividend payable at the rate of Rs 6-3-8 
per cent per annum or sicca Rs 311—7-4 each share, 
~ on 500 shares 1,55,729— 2— 8 
Twentysixth half-year’s at the rate of Rs 5-6-0 per cent 
per annum or sicca Rs 268-1 2-0 each share, on 500 shares 1 ,34,375- O- 0 
2,90,104— 2- 8 
Surplus 185- 0- 4 


Up to the end of the year 1827 the balance sheet of the Bank of Bengal 
displayed only the items given in Statement 5.3 (the actual balance on 31 
December 1827 has been presented). From 1828 bullion and specie was 
shown as a separate item in the balance sheet in some years but not all. We 
get a detailed breakdown of the balance of the Bank of Bengal only from 1834. 

However, we get some idea of the average composition of the sources 
and uses of funds by the Bank of Bengal in the period January 1809 to 30 
June 1822 from a statement (see Statement 5.4) transmitted by Sherer, 
then Accountant-General, to Holt Mackenzie, Secretary to the Govern- 
ment, Territorial Department, on 3 September 1822. From Statement 5.4 
it is obvious that just as deposits from the public (‘Accounts Current’) 
accounted for less than 5 per cent of the funds of the bank, so only about 26 
per cent ofits funds were deployed in providing accommodation to business. 
But it can be seen that despite the various restrictions placed the issue of 
bank notes provided more than 40 per cent of the resources of the bank. 
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Statement 5.3 
Balance of the Bank of Bengal on 31 December 1827 


Dr. Rs. a. p.Cr. Rs. a. p. 
Cash, govt. securities, Bank notes 

loans on deposit of outstanding and 

govt. securities (incl. claims payable on 

stamp duty compo- demand 87,63,402-1- 5 
sition paid) and bills 

on govt. discounted 1,29,56,316-12-7 Net stock 52,61 ,802-4-11 
Private bills 

discounted 9,18,661-10-1 

Dead stock ] ,90,225-15-8 

sicca rupees ] ,40,25,204- 6-4 1 ,40,25,204-6-4 


However, in spite of government instructions there was initially some 
reluctance on the part of Treasury officials to accept Bank of Bengal notes. 
The directors requested that a notice be issued to Collectors of revenue 
and other persons in charge of public treasuries that the bank notes be 
accepted wherever they had been authorised to receive Bank of Calcutta 
notes. The directors recorded on 25 January 1810 that the government 
had complied with this request. There was a vigorous issue of bank notes 
by the Bank of Calcutta during the first two years and a half of its 
existence, and this happened with the Bank of Bengal too. The Bank of 
Calcutta issued Rs 91,37,500 worth of bank notes, of which notes worth 
Rs 15,140 were still in circulation on 4 March 1815, when W. Morton 
handed over charge to the new secretary, H. Wood. Between 1809 and 
March 1815 the Bank of Bengal printed Rs 1,25,95,000 worth of bank 
notes, of which Rs 48,00,890 were in circulation on 4 March 1815. Thus, 
there was a significant increase in the means of circulation in Calcutta and 
its environs, at least among the richer classes. In order to further facilitate 


Statement 5.4 
Sources and uses of funds, Bank of Bengal, 2 January 1809-30 June 1822 (average figures in sicca Rs) 


Sources of funds Employment of funds 

Capital 50,00,000 $$ Cash balance 28,06,000 
Bank notes outstanding 43,58,000 | Company loan paper 37,68,000 
Accounts current 4,96,000 Treasury notes 8,99,000 
Lottery premiums, and Loans to the public on deposit 17,28,000 
miscellaneous sources 3,35,000 Bills discounted 9,88,000 


1,01 ,89,000 1 ,01,89,000 
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Half- Year ended 


30.6.1809 
31.12.1809 
30.6.1810 
31.12.1810 
30.6.181) 
31.12.1811 
30.6.1812 
31.12.1812 
30.6.1813 
31.12.1813 
30.6.1814 
31.12.1814 
30.6.1815 
31.12.1815 
30.6.1816 
31.12.1816 
30:6.1817 
31.12.1817 
30.6.1818 
31.12.1818 
30.6.1819 
31.12.1819 
30.6.1820 
31.12.1820 
30.6.1821 
31.12.1821 
30.6.1822 
31.12.1822 
30.6. 1823 
31.12.1823 
30.6.1824 
31.12.1824 
30.6.1825 
31.12.1825 
30.6. 1826 
31.12.1826 
30.6.1827 
31.12.1827 
30.6.1828 
30.12.1828 


Table 5.1 


Gross and net incomes of the Bank of Bengal 1809-28 


Gross income 


Rs a 

2,65,711l- 3- 5 
2,48,551— 9 3 
2,37,439— O- 7 
2,37,912-15— 9 
2,38,887— 2— 9 
2,40,006—- I- 9 
2,65,924—- 4- 4 
2,40,738-10— 1 
2.00,884-1'3— 7 
2,34,598- 2— 4 
2,64,277-11- 1 
2,89,176- 3- 4 
2.64,760—-13— 7 
2,39,512-14— 0 
2,64,701— 1-10 
2,39,854—15~ 7 
2,54,814— 9- 8 
3,33,600— 3— 4 
3,67,178—ll- 8 
4,44,691- 7-7 
2,57,418-12—11 
2,39,693— 0- 1 
2,01,127-10- 3 
1,57,877-13— 8 
1,84,224— I- 0 
2,38,881— 3- 3 
2,44,623- 3- 2 
3,26,614— O- 1 
2,80,222— 0- 0 
1,24,215- 3 5 
1,23,996-13- 1] 
3.67,223-12— 3 
2,96,903— 3- 1 
3,49,346-13— 6 
4,60,588— 8-11 
4,39,653—12—11 
3,74,432-ll- 3 
2,86,091~13— 9 
2,92,193-14— 6 
3,81,172~12— 2 


Net income 


Rs a 
2,49,260—- 5~ 6 
2 34,063- 9- 0 
2.22,932—15—10 
2,23,606~10- 9 
9,24,517— 4- 0 
2,25,477— 6- 0 
2.51,591-12- | 
226,194 C— 1 
1,85,985- I- 4 
2,19,880- I-11 
9,50,074- 4+ 7 
2,72,759- 2-10 
2,50,271-12— 8 
2,25,027-- 2- 3 
2,50,068— 1-7 
2,25,191— 5~ 0 
2,40,115- 4 7 
3,17,764— O- 7 
3,50,854-15- 5 
3,12,540- 9- 6 
2,25,620-14~ 2 
2,04,622-10- 4 
1,81,629- 7- 9 
1,35,289- 8 0 
1,55,831— O- 1 
1,34,457-12-11 
1,83,847-15- 2 
3.03,043- 0- 4 
2,57,440-13— 5 
1,03,600~ 8- 5 
99,972-13— 8 
3.45,643-15— 3 
2,76,397— 7-1 
3,27,515- 5-10 
4,32,875-11— 4 
4,14,565-13— 5 
3,40,552—14—10 
2,61,802— 4-11 
9.68,744— 4~ 7 
3,57,643~12— 2 
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the circulation of bank notes the bank issued from August 1816, notes 
equivalent to one gold mofur, that is, 16 sicca rupees. 

The limit on the issue of notes was effectively raised to Rs 2 crores 
from August 1822. It was laid down that the note issue must not 
exceed four times the cash in hand of the bank and four times its capital, 
which continued to be fixed at Rs 50 lakhs. The difference this relaxation 
made in the total note issues of the bank is reflected in the figures given in 
Table 5.2 (as before, current accounts or public deposits constituted only a 
small part of the claims payable on demand). 


5.3 Variations in interest rates and bank income 


Table 5.1 shows the gross and net incomes of the bank up to the end of 
the year 1828. Since the establishment charges of the bank remained 
pegged at a given figure unless a change was specifically sanctioned by a 
general meeting of proprietors, the pattern of fluctuations in net incomes 
closely followed that of fluctuations in gross incomes. 


Table 5.2 
Bank notes and claims payable on demand of the Bank of Bengal 1809-28 

Date Bank notes and claims Date Bank notes and claims 

payable on demand payable on demand 

Rs ap ; Rs ap 
30.4.1809 27,33,130— 9- 3 30.4.1819 67,93,979- 5-10 
31.10.1809 50,40, 118 8 4 31.10.1819 63,51 ,946-12- 4 
30.4.1810 35,42,982-12~—10 30.4.1820 64,63,389-11- 9 
31.10.1810 46,64,700-15- 5 31.10.1820 63,79,181-12— 4 
30.4.1811 40,90,441- O- 7 30.4.182) 84,06,878- 2- 7 
31.10.1811} 32,83,844— 4—11 31.10.1821 66,06,522— 7— 9 
30.4.1812 45,05,758- 3~ 5 30.4.1822 79,32,157- 9- 4 
31.10.1812 34,67,689- Il- 9 31.10.1822 96,07,704— 6- 2 
30.4.1813 41,12,022- 9- 6 30.4.1823 140,56,659- 0- 7 
31.10.1813 39,20,732— 3- | 31.12.1823 114,76,851- 3-— 3 
30.4.1814 37,99,885— 3- 0 30.6.1824 N.A. 
31.10.1814 31,33,912-10— 9 31.12.1824 .- 126,86,154— 5-11 
30.4.1815. 47,61,067— 3 0 30.6. 1825 82,03,280-13— 1 
31.10.1815 92,29,239— 6— 0 31.12.1825 107,53,135- 8 8 
30.4.1816 49,75,092— 8-10 30.6.1826 102,07,279-13— 2 
31.10.1816 52,74,250-12- 0 31.12.1826 99,90, 111-14— 8 
30.4.1817 N.A. 30.6.1827 83,68,173-12— 5 
31.10.1817 49,32,699- 3- 3 31.12.1827 87,63,402— I- 5 
30.4.1818 50,59,531— 6— | 30.6. 1828 112,91,879- 6- 0 
31.10.1818 44,99,239— 7-11 30.12.1828 93,01 ,538-13— 4 


N.A. = not available in the minute books. 
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We notice a remarkabledegree of stability in the gross income figures of 
the period from the first half of 1809 to the first half of 1817, that is for eight 
and a half years (since the ‘expendityre’ figures hovered around Rs 16,000 
for six months the fluctuations in net incomes matched those in gross 
incomes). Except for a few months in 1814 the liquidity position of the 
bank continued to be by and large, quite flush, and the generally low rates 
of interest reflected this position to some extent (Statement 5.5). The 
situation changed dramatically in 1817. On 24 April 1817 the secretary 
proposed an increase in the rates of interest all round, 


as the present low lending rates drained the resources of the Bank, and the money lent by 
the Bank were being cornered by the shroffee bazar, who in turn were lending it to the 
needy merchants at an exorbitant rate. 


The condition of stringency in the resources of the bank apparently 
continued till the beginning of 1819, when the extraordinary demand in 


Statement 5.5 
Rates of discount or interest charged by the Bank of Bengal 1809-22 


Date of Directors’ 

Meeting 

7.1.2809 Private bills and notes 10%; loans on deposit of Company securities 9% 
(margin 5%); insurance policies (9%). 

24.10.1810 Interest rates on fixed and optional loans (that is, loans for the full 
pericd of 3 months and loans with a variable periodicity) reduced from 
8% and 10% to 6% and 8%. : 

1.4.1813 Government bills 6%; private notes and bills 10%; loans on deposit 
8%. (The rates had been raised and were reduced to the reported levels 
because of a drastic fall in business. ) 

7.9.1814 Private loans raised from 8 to 10%; private bills raised from 10 to 12%. 

4.4.1816 Optional loans reduced from 10 to 9%; fixed loans reduced from 8 to 
7%. 

3.7.1817 Government bills and salt bills raised from 6 to 8%; private bills of 
exchange raised from 8 to 10%; optional loans raised from 7 to 9%: fixed 
loans raised from 6 to 8%. 

30.10.1817 Loans on deposit of Company’s paper raised to 10%; private acceptance 
raised to 12%. 

17.12.1817 Rates of discount generally raised to 12% in response to continued 
scarcity of money. 

13.9.1821 Approved private bills and notes 6%; government and salary bills 5%; 
loans on deposit 4%. 

10.1.1822 Approved private bills and notes 4%; government and salary bills 5%; 

: loans on deposit 3%. 
12.4.1822 Approved private bills and notes 5%; government and salary bills 5%; 


loans on deposit 4%. 
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the money market ceased suddenly. The years 1817 and 1818 were marked 
by large gross incomes but some of the gains were illusory since loans 
during these years resulted in a spate of protested bills. In April 1818 the 
secretary informed the directors that the lease for the existing premises of 
the bank (which were rented at Rs 300 per month) was coming to an end. 
The secretary also informed the directors that it was not possible to find 
suitable accommodation at the Rs 35,000 the directors had sanctioned for 
p'irchasing a house. The secretary could find an alternative location at a 
rent of Rs 450 per month, but that would mean exceeding the limit of 
Rs 30,000 a year imposed on establishment charges by clause XXII of the 
charter. A special meeting of the proprietors held on 2! January 1819 
empowered the directors to increase the establishment charges by another 
Rs 10,000 per annum, and this was the limit which prevailed from then on. 
Establishment charges had to be increased by another Rs 344 per month 
in 1819 (excluding the increase in rent) on account of the employment of 
one register and examiner of notes (at Rs 150 per month), three English 
writers at Rs 30 per month, four mohurers at Rs 20 each, one duftry and one 
pressman at Rs 8 each and two coolies at Rs 4 each. This became necessary 
in order to give effect to the resolution of the directors, taken at a General 
Mecting held on 17 December 1818, prohibiting the issue of notes which 
had been cut and whole notes whose watermarks were not distinctly 
visible. 

The eighteen-month period ending on 31 December 1822 seemed to 
mark a recovery from the low earnings of the years 1819 and 1820, but the 
half-year ending 30 June 1823 was followed by the lowest-ever earnings of 
the Bank of Bengal in the two successive half-years ending on 31 December 
1823 and 30 June 1824. However, in the very next period, the bank’s net 
income more than trebled, to fall just short of the recorded highest 
earnings so far (in the half-year ending 30 June 1818). For the next eight 
half-year periods up to 31 December 1828 the bank’s net income reached a 
new plateau, the highest income (Rs 4,32,875-11-4) being earned in the 
halt-year ending 30.6.1826, and the lowest (Rs 2,61,802-4-11 for the half- 
year ending 31.12.1827) beiig very much higher than the average six- 
monthly earnings between 1809 and 1824. 

Periodically the bank benefited from a kind of windfall accruing from 
the failure of holders of old notes to present them to the bank. On 3 April 
1817 the secretary proposed to invest in government securities the balances 
standing under the heads of unclaimed lottery prizes (Rs 38,270) and 
Calcutta and Bengal Bank notes outstanding (Rs 44,170), so that, without 
prejudice to claims that might be made later on, the bank could earn 
interest on these sums in their custody. The directors agreed to convert the 
unclaimed bank notes into Company’s paper, but considered it inadvisable 
to proceed in a similar fashion with unclaimed lottery prizes without prior 
consultation with the Commissioners of Lotteries. On 5 February. 1818 
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Holt Mackenzie, Secretary to the Government, asked the bank to pay into 
the Treasury unclaimed prizes in the Town Hall Lotteries, totalling about 
Rs 16,000. While complying with the government instruction, the bank 
pointed out the existence of a*further balance of Rs 26,090-10-3 still lying 
with the bank on account of various government lotteries. 

More than half the earnings of the bank accrued from its holdings of 
government paper during the years under study and the rest came from its 
interest income on loans on deposit of Company’s paper, salt, opium, etc. 
and on private, government and salary bills discounted. The variations in 
the rates of interest (shown in Statement 5.5) indicate the relative tight- 
ness or otherwise of the Calcutta money market at the time. (There was 
an upper limit of 12 per cent on the interest the bank could charge because 
of the law against usury which was yet to be repealed in England and 
India.) 

Government ollicials on the boards of the Bank of Calcutta and the 
Bank of Bengai might have scorned the methods of native merchants who 
allowed the rate of interest to fluctuate in response to demand for accom- 
modation. But they soon found that given the seasonal ebb and flow of 
trade and commerce in the country and given, moreover, a government 
which was prone to sudden increases in expenditure to accommodate 
conquests or ‘investment’ of the Company, rates of interest on loans and 
discounts charged by the bank had to change abruptly in response to 
fluctuations in the demand for credit. The Bank of Calcutta had to reduce 
the rate of interest (on loans on deposit—the discounting of private bills 
being outside its province) around the end of 1808 from 10 per cent to 9 per 
cent per annum because of the superabundan¢ce of capital seeking profitable 
investment channels.’ This rate of 9 per cent was confirmed on 7 January 
1809 and an extra | per cent was charged for discounting private bills (see 
Statement 5.5). Interest rates were reduced in October 1810 to 6 per cent 
on loans with a fixed duration and 8 per cent on those which the borrower 
might repay at any time within the limit of three months. The directors 
tried to raise the rates of interest at the end of 1812 and the beginning of 
1813, but had to reduce them again when it was found that there was not 
enough business at those rates. Apparently, this experiment of raising 
rates of interest in a year of peace and slack business proved costly to the 
hank, and its profits suffered. The two halves of 1813 recorded the two 
lowest gross earnings of the bank in its history (see Table 5.1). The 
dividends declared by the bank for these two halves were Rs 371-14-0 per 
share (or 7.4375 per cent per annum) and Rs 427-9-8 per share (or 8.546 
per cent per annum) respectively, or just below 8 per cent per annum for 
the whole year.* 

As we have seen, in 1817, in response to an extreme scarcity of 
money and suspected leakage of its resources to the Indian part of the 
money market, the bank decided to follow a tight credit policy, raising 
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rates of interest to the highest levels permissible. But soon rates again 
plummetted down to 6 per cent and even lower (see Statement 5.5 and 
Table 5.3). From 1821 to 1828 the bank pursued an essentially cheap 
money policy since, in spite of the vigorous indigo boom and a high level of 
demand for the bank’s resources, the rate of discount on private bills never 
went above 8%per cent for any half-year (the highest average level was 
reached for the half-year ding 30 June 1827, when the rate of discount on 
private bills reached an average level of Rs 8-10-6%). Instead, the bank 
decided to have its charter changed and increase the scope ofits note issue. 
Even then, with low rates of interest in a prevailing atmosphere of specula- 
tion, the bank directors faced some tricky problems of credit rationing— 
problems that will be discussed in the next section. 

The establishment of the Bank of Bengal, the gradual retirement of 
depreciated treasury bills and notes (the frequently mentioned ‘debased 
currency’ of official correspondence) through the issue of bank notes, and 
the provision of a steady market for Company’s paper which nad tu be 
deposited to obtain loans from the bank definitely helped improve the 
general credit of the government and bring down the rates of interest at 
which the Supreme Government could borrow. But the importance of the 


Table 5.3 
Rates of interest and discount charged by the Bank of Bengal 1822-28 


Loans on deposits Government salary bills Private bills 
1822 Rs a p Rs a p Rs a p 
Aug-Dec. r- O 0 5 0 0 6- 0- 0 
1823 
Jjan.-Junc + 0 9% 3- 7- 1% 4—- 7-3 
July-Dec. 3-I2-— 0 2- 8 0 3- O- 0 
1824 
Jan.-Juiie 3- 5— 4 2- & 0 3- 0 0 
July-Dec. 3-12— 1¥%2 3— 7— 5% 4-8 8 
1825 
Jan.-June 4- 611 3- 6- 44% 4-lu- % 
July-Dec. 6- 5- 542 5-11- 7 6-1-7 
1826 
Jan.-June 8- 9- 7% 5- 0-0 7~14— 72 
July-Dec. 7- 1-11% 5- 0 0 7— 3- 6% 
1827 
Jan.-June 7-10— 642 5- 0- 0 8-10- 6% 
July-Dec. 5- 2-2 4— 5- 9% 6- 5- 9% 
1828 
Jan.-June 5- 2- 3% 4-0-0 6- 2- 3% 
July-Dec. 6- O- 0 4~- 0- 0 7~ 0- 0 


—-  - ee=—w e 
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bank in what might be called the ‘public economy’ of Bengal should not be 
exaggerated. The lowness of the rates of interest immediately following the 
establishment of the Bank of Bengal was as much due to the cessation of 
war and the.general depression in trade as to the facilities the issue of bank 
notes afforded to the funding’ operations of the government. The gross 
revenue of the Presidency of Bengal in 1809-10 was £9,590,880 whereas 
the total resources of the Bank of Bengal, including cash, government 
securities, private bills discounted, etc. were, on 30 April 1810, 

Rs 8,569,089-9-8, that is, roughly £856,909 (taking the exchange rate to be 
equal to 2s. to the ‘Current Rupee’, the fictional unit used generally in 
government accounts; the real rate of exchange in 1809-10 was nearer 2s. 
6d. to the rupee). In other words, the total resources of the bank amounted 
to less than one-tenth of the revenues of the government. Taking another 
set of figures we see that between 1813-14 (the last year of peace under the 
Governor-Generalship of Lord Minto) and 1818-19 the ‘charges’ of the 
Government of India (excluding obligations abroad) increased from 
£13,617,725 to £20,396,587 or by £6,778,862, whereas the resources of the 
Bank of Bengal, which stood at Rs 91,39, 102-2-0 on 30 April 1813, increased 
to Rs 1,13,76,683-10-8 or by £293,758 approximately, which ts about 3 per 
cent of the increase in government expenditure.* 

‘The fact that bank notes helped the merchants and zamindars meet their 
need for a medium of circulation which was acceptable to the government, 
or that the activities of the bank helped improve the credit rating of the 
government, was not an unmixed evil. Earlier, the zamindars or merchants 
had to pay their dues to the government or other large creditors in specie 
and some of that trickled down to the ordinary people and met their need 
for a universally acceptable medium of exchange. Under the new dis- 
pensation the landlords or big merchants simply took bank notes and paid 
in bank notes, and the hoondian was generally small.° They were now able 
to hoard any gold and silver that came their way, particularly in years 
when business was slack. ‘This meant that the common people had great 
difficulty in procuring a medium of exchange that would be acceptable to 
the government or for purchases from outside their villages or small towns. 
Thus, the prices of their produce declined and they had to pay a higher 
batta or discount to the money-changer; consequently, the income distri- 
bution became more unequal.’ 

When the credit of the government improved and private trade was 
slack there was a pressure to remit private fortunes and other private funds 
through government channels. The government then offered a lower rate 
of exchange to the intending remitters. Since it had to meet a large part of 
its obligations in sterling, whereas its territorial revenues in India did not 
depend greatly on the briskness or otherwise of private trade, such a 
peculiarly perverse exchange rate policy which harmed the interests of 
ordinary Indians made sense only from a purely governmental point of 
view. 
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While the Bank of Bengal was a privileged institution the environment 
within which if enjoyed its privileges was still relatively insecure. There 
were several sources of insecurity: the singular position of the Company as 
the formal monopolist of the trade between Britain and the whole of Asia 
up to 1813 and then between Britain and China upto 1833; the position of 
the agency houses as the essential intermediaries in the ‘country trade’; 
the narrow commodity base of the trade of India with Britain and China; 
the massive influence exercised by the Company—as the territorial sover- 
eign and biggest single trader—on the money market of Calcutta and on 
the exchange rate between the rupee and other currencies. The uncertainty 
was aggravated by two other factors: the continually recurring military 
operations of the Company for the conquest of the rest of India and 
outlying territories, and the persistent pressure on the Company’s govern- 
ment in Bengal to remit vast sums—either the proceeds of its territorial 
revenue or the results of its loan operations—to Britain, China, Bombay or 
even to Java and Mauritius to meet the demands of the Company and the 
Parliament in Britain, and the administrative and military needs of the 
ever-expanding British empire in the East. 

In this situation the management of the Bank of Bengal had to tread 
warily and could not take their profits for granted. Certainly the directors 
were extremely favourably placed as far as the gathering of information 
and the enforcement of their decisions were concerned. The president of 
the board and the two other government directors were high officials of the 
government. They could seek the advice of the Advocate-General on legal 
matters, solicit the governrhent to create a more favourable environment 
and approach it to revise the charter to make their operations more 
profitable and secure. The proprietory directors were leading businessmen 
in a rather closed and small commercial world. But for precisely those 
reasons the temptation to abuse their privileged position was great. Their 
consciousness as members of the ruling class probably saved them from 
many of the temptations. 

In one of the early minutes of the Bank of Bengal, dated | March 1810, 
we find the bank granting a loan of Rs 3 lakhs to Barretto & Co., in 
contravention of the charter which limited the loan to any single person to 
Rs | lakh only. The directors did not take this decision lightly but recorded 
their views on the occasion. The reasons for limiting the volume of the 
advance to Rs | lakh were concern for (i) the security of the funds of the 
bank, and (ii) the application of those funds in an equal and impartial 
manner for the accommodation of the community at large. The directors, 
however, felt that the security of the funds of the bank was intact as it was 
supported by the deposit of government paper, and that the bank had 
excess funds which they found it impossible to dispose of in loans to 
the community. ‘The directors also made it clear that this departure from 
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the usual practice was of an isolated nature and was not meant to set a 
precedent. 

The charter provided that loans must be repaid at the expiry of or 
within three months. Here too the directors found it impossible to adhere 
strictly to the spirit of the charter, because of the narrow base of the 
Calcutta money market and its involvement in.the loan operations of the 
government, directly and indirectly. During the relative peace of 1810-11 
the Company, taking advantage of the easy money position in Calcutta, 
tried to convert its 8 per cent loans to 6 per cent loans. In December 1810 
money could be obtained in Calcutta even at 4 per cent. The balance of 
cash with the Bank of Bengal amounted to sicca rupees 44,38,009, and its 
loans to individuals only to sicca rupees 6,73,000. The bank naturally 
subscribed heavily to the 6 per cent loan of the government. At the next 
turn of the financial wheel we find the few parties which borrowed funds 
from the Bank of Bengal and whose repayments became due in August 
and September 1811 unable to repay the loans without selling their 
Company’s paper. If the bank had compelled the borrowers to repay these 
loans without renewing them the latter would have been forced to sell the 
Company’s paper. This would have led to a depreciation in the value of 
the paper and jeopardized the lending operations of the government.” 
since the government was directly represented on the board by senior 
officials (in fact by officials of the rank of the Finance Member of later 
days) the bank naturally could not take such actions. 

On such occasions the bank’s lending operations were massively supple- 
mented by the lending operations of the government. In 1811, for example, 
the government extended what amounted te trade credit to the tune of at 
least, 70 lakhs of rupees. It also regularly lent money to the leading 
European agency houses, either to keep up the price of public securities or 
to tide them over a shortage of liquidity when they were involved in the 
sale of indigo or opium or some other item of trade on which the govern- 
ment’s own revenue or remittance operations might depend. In May 1822, 
for example, the government lent the following sums of money for six 
months at 6 per cent rate of interest to the houses or individuals mentioned 
below:'® 


Palmer & Co. 10,00,000 
Larruleta & Co 10,00,000 
McClintock & Co 4,00,000 
Davidson & Co 5,00,000 
Ooditchurn & Co 2,00,000 
Comullochun Bysack 2,90,000 
Mr. Blaney 1,50,000 

Total Rs 35,40,000 


From this list, and other indications, it is quite clear that European agency 
houses were the major beneficiaries of such loans." 
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It might be thought that the government was really competing with the 
Bank of Bengal in these cases. But, up to 1822, at least, it is difficult to take 
such a supposition seriously. Until that year the Bank of Bengal’s loan 
operations were subject to a double limit: it could not issue bank notes 
above Rs 50 lakhs, and the cash balance in hand would have to be at least 
one-third of the whole of the claims outstanding against the bank at all 
times. Sherer pointed out in his letter dated 3 September 1822, quoted 
above, that had not the issue of notes been limited to Rs 50 lakhs but the 
proportion of one-third between cash balance and claims retained, the 
public might have been accommodated to the extent of Rs 86,38,000, 
instead ofabout Rs 37 lakhs at any period between 1809 and 30 June 1822. 

After 13814, with the opening of the British Indian trade to all European 
merchants the scope for the deployment of the funds of the bank increased 
and the rigiaity of the bank’s formula relating to limits on loans and note 
issues became more obvious. At the same time, the business conducted by 
the bank became more risky. With the influx of European adventurers it 
hecame far more difficult to assess the creditworthiness of applicants. 
On the whole, the directors managed the portfolio of the bank with great 
success. A comprehensive account of the bank’s performance in respect of 
repayment of loans up to 30 June 1821 can be found in J.W. Sherer’s 
spirited defence of the bank’s lending policy in his minute dated 7 
September 1821. From January 1809 to 31 December 1815 the bank. 
granted 2,863 loans amounting to sicca Rs 5,17,26,910 and discounted 
| ,480 private notes and bills amounting to sicca Rs 64,86,365. Every one of 
these bills was realized. From January 1816 to 30 June 182] the bank 
granted 3,42] loans amounting to sicca Rs 5,51,52,538 and discounted 
5,423 private notes and bills amounting to sicca Rs 3,42,68,784. Out of 
these 5,423 discounts the bank suffered a total failure in the case of eleven 
and a partial failure in the case of two, and the loss was computed at 
Rs 59,844-13-3. (‘The situation in respect of protested bills up to September 
1821 1s summarised in Tables 5.4 and 5.5). 

indeed, the first period tor which the bank wrote off'a loss because of 
protested bills was the half-year ending on 31 December 1817. After that 
the bank generally had to make some provision for loss due to protested 
bills, but except in a few years, such as the disturbed years of 1830-34, 
such losses did not amount to more than a fraction of its gross income. (In 
the second half of 1821 the directors wrote off Rs 85,000 on account of 
anticipated losses on protested bills.) The bank was favourably placed for 
obtaining information before granting loans and for realizing its debts. It 
could call on the services of the Advocate-General, of District Magistrates, 
or even of judges, who helped it with advice, information or quick execution 
of decrees. In these years there was another buffer on which the bank could 
fall back in case of difficulty. Most of the promissory notes of the Europeans 
were endorsed by wealthy Indians. If the primary borrower failed to pay 
up the bank could seize the property of the Indian who had given his 
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Table 5.4 
* Protested bills and notes of the Bank of Bengal 2 January 1816-30 June 1821 


3y whom drawn | In whose favour By whom discounted _ Amount 
: Rs ap 
1. W. & H. Williams . Doorgapersaud "Doorgapersau Banerjee 5,200- 0-0 
& Tovey Banerjee 
2. W. & H. Williams Takoordass Mitter “Ranbuny Sircar 1,270— 5-83 
3. Ferris & Co. Ramnarain Shen Ramnarain Shen 1,050- 0-0 
4. A.L. Barretto & Co. Gopeenauth Bose Ghunnessam Ghosall _—_10,310- 0-0 
3. A.L, Barretto & Co. Gopeenauth Bose Ramchunder Chowdry 15,465— 0-0 
6. E.M. Lang Thomas Watley — Thomas Watley 2,610- 0-0 
7. Bhoyrubchunder — E.M. Lang ' . ELM. Lang 2,610— 0-0 
Chatterjee | 
8. D. Esoutakuer Ramchunder Mookerjee Punchanun Ghose 5,600- 0-0 
9. L.M. Bedier & Co. D. Espatalier Ramchunder Mookerjee 4,000—- 0-0 
10. Deverinne Freres Ramkinker Chatterjee Ramkinker Chatterjee 4,.300-— 0-0 
11. Dodsworth & Howell Ramanund Ghose Ramanund Ghose 4,917-10-0 
'2. Dodsworth & Howell Channoo Bhucket Channoo Bhucket 1,000-— 0-0 
13. James Morris Gungagovind Mitter  Gungagovind Mitter 2,577- 8-0 
Total 60,910- 7-3 


NOTE Only a small fraction of the amount due was recovered. 


signature to the note. On one occasion, indeed, the bank persuaded a 
Govind Day to pay the debt of an European associate, even though Day 
was not legally liable, because the latter was hoping to be appointed a 
khazanchee of the bank. (He was, however, disappointed in his hope.) 
But with such extraordinary advantages the temptations to abuse them 
were also great. On the whole the directors resisted such temptations. 
Major violations of the charter were checked by differences of opinion and 
interest among the directors. The airing of these differences and the 
voicing of opinions about the desirability of revising the charter of 1809 
have provided us with a valuable insight into the policies pursued by the 
directors. On 10 August 1821 Blaney Darby & Co. wrote to the directors of 
the bank protesting against the refusal of the bank’s treasurer to authorise 
advance on a bill drawn by the firm. They pointed out that they had been 
‘in the habit of obtaining discounts from the Bank of Bengal upon their 
sole responsibility’. They were supported in their protest by some of the 
proprietory directors, who implied that the extension of accommodation 
on the basis of the name of a house alone had been the usual practice. But 
these insinuations were vigorously rebutted by Sherer (in his letter dated 7 
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September 1821) who claimed that loans on deposit were given on the 
deposit of Company’s paper alone, and the rule of not giving a loan 
exceeding Rs. 100,000 was generally adhered to. 

One of the proprietory directors, J. Melville, made some of the major 

allegations in support of the plea of Blaney Darby & Co. Sherer stated in 
reply: 
With respect ta loans, no loan has been made without the prescribed security of Company’s 
Paper. Is it meant that in violation of the Charter, individuals have obtained more 
accommodation than the limited sum of 100,000 by means of nullities, such as described by 
Mr. Melville, whose names only have been used by the real borrowers? If so, 1 question 
whether any alteration of the Charter would effectively check such evasions, or whether 
they would not be occasionally practised under a more liberal limitation. This is not, 
however, a very serious evil; if it is meant that, three months is too limited a period for the 
loans of the Bank it would hardly, I conceive, be consistent with sound principles of 
banking business to extend the period by Charter beyond three months. At the same time, I 
see little harm as an exception to the general rule in renewing loans occasionally when the 
general demand for accommodations is not pressing and there is no danger of monopoly. 

With regard to discounts, it is allowed that men of straw are set up as apologies for an 
indorsation in order to obtain them. The letter of the Charter therefore in this respect has 
not been violated, as indeed the Register of Notes and Bills discounted will abundantly 
testify ... in order to conform to the spirit of the Charter it has long been the practice of the 
Bank to refer every note or Bill presented for discount, which is not so unquestionably good 
to the conviction of the Treasurer as to render reference superfluous, for the sanction of two 
of the proprietory Directors, who are, of course, best acquainted with the state of the credit 
of the individuals. 


Sherer conceded, however, that discretion had not been exercised with 
sufficient rigour very recently, since the total amount of protested bills 
between | July 1821 and 7 September 1821 amounted to Rs 1 ,92,305-4-4. 
(Much of this money was realized later.) 

With the expanding demand for the credit of the bank amendments to 
the charter of 1809 were mooted from time to time. Maitlaad, one of the 
directors, submitted a proposal for the amendment of the charter at the 
directors’ meeting of 10 September 1818. But most of the directors did not 
deem the moment opportune tor an expansion of the capital base, or for 
other alterations in the charter; they considered that the demand for credit 
was too uncertain yet for such major changes. Nevertheless, the directors 
addressed the Governor-General in Council on 8 June 1822, praying for an 
extension of the capital stock of the bank from Rs 50 to Rs 100 lakhs, for 
altering the minimum required ratio of cash balance to notes and claims 
from ¥3 to %, for the removal of limitations on the amount that could be 
lent to any single individual, and for removing the absolute limit of Rs 50 
lakhs on the total amount of notes issued. In a letter dated 19 September 
1822,'2 the government concurred with most of the proposals except the 
augmentation of the capital stock of the bank. This, in fact, raised the 
profitability of the bank stock, for it could carry on a greater volume of 
business on the same nominal capital base. (The directors had second 
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thoughts about the increase of capital, for in 1829 they resisted the 
proposed increase from Rs 50 to Rs 70 lakhs, but that belongs to the next 
chapter of the story.) 

While the first Anglo-Burman war, the indigo booms, and similar 
events increased the demand ‘for credit, the need for discretion in the 
granting of loans was not lessened. On 20 Apmil 1826 G,J. Gordon submitted 
to the other directors a proposal for granting 


certain credit to mercantile establishments for periods not exceeding twelve monthg,at a 
fixed rate of interest on deposit of Government secuniues. 


‘The immediate occasion for the proposal was extreme stringency in the 
Calcutta money market. According to Gordon, though the bulk of the 
banking business of the city was not conducted through the Bank of 
Bengal, the Calcutta money market did look to the “Government Bank’ as 
an index by which alone the abundance or scarcity of money could be 
estimated. 


It is true that we have lately seen a rise from 6 to 15 per cent take piace within the course of'a 
few days in the rates of loans on the most unexceptionable security in consequence of the 
avowed exhaustion of the funds of the Bank of Bengal. 


Gordon tound that money was often being borrowed from the bank for 
speculation in government securities. He thought that the most obvious 
remedy was 
to withhold all accommodations which [did] not rest for their security on the simple credit 
of the parties concerned in the transaction. 


However, this would confine the business of the bank to the discounting of 
bills alone and would not provide sufficient employment for the funds of 
the bank. Gordon’s proposal was that 

mercanille agency and banking establishments be permitted to have a permanent credit 
say, for 6 or 12 months with the Bank on deposit of Company’s paper to such extent as the 
Directors may at their monthly mecting in their discretion allow. For the privilege of 
holding this credit the applicant should pay ... per cent per annum on the account besides 


the usual rate of discount on such part of it as he may from time to time find occasion to 
avail himself of. 


However, H. Wood, the secretary, pointed out that the adoption of 
Gordon’s policy would mean the monopolization of the credit of the bank 
by a few mercantile houses. Furthermore, it would also mean that the 
bank would forego a more profitable deployment of the funds which would 
be pledged to these mercantile houses. Wood was supported by most of the 
directors and Gordon's proposal was rejected. The rejection of Gordon’s 
proposal was prompted as much by the determination of the directors not 
to allow any patent monopoly to be foisted on the credit of the bank as by 
their ‘desire to protect their self-interest. Under Gordon’s proposal the 
proprietors stood to lose any extraordinary profits they might reap in 
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periods of credit stringency. After all, many of the interlopers or speculators 
of yesterday were the established houses of today. It would be impolitic, 
even if it were feasible, to block their entry into the small European 
mercantile establishment just when the monopoly of the East India 
Company in India had ended. Moreover, the directors had their successors 
and potential partners to consider, for in the usual story of the agency 
houses in Calcutta one set of partners was rapidly succeeded by another, 
and some partners moved away to set up firms on their own. 

‘Thus the directors resisted the temptation to try and forma legally closed 
oligarchy, and pursued their business of management circumspectly, while 
not losing sight of the need to employ the funds profitably. The frequent 
Variations in the rates of discount were effected partly in order to find out 
new ways of lending money to private borrowers, and partly in response to 
the ever-present need to support the prices of public securities. While the 
bank was not legally obliged to hold any particular amount of public 
securities it had to hold a block of such securities in order to support their 
prices and the public credit. Moreover, alternative safe avenues of employ- 
ment of funds were not easily discernible. As will be clear from ‘able 5.3 
the average rates of interest on loans on deposit and rates of discount on 
private bills often went below 5 per cent between 1822 and 1828, even 
though Calcutta was regarded as a high-interest money market.'"? This is 
explained by the lack of suitable avenues of investment of funds either in 
short-dated commercial loans or in government loans at the time the rates 
of interest and discount were lowered. Of course, the bank converted 
government securities into cash when the demand for funds was great and 
it could sell the securities without jeopardizing public credit and sufler- 
ing too large a capital loss. 

While the directors of the Bank of Bengal picked their careful way 
among the shoals of the Calcutta money market the economic environment 
of Bengal deteriorated in certain significant respects. It was during these 
first three dccades of the nineteenth century that Bengal changed from an 
economy primarily exporting manufactures to one that depended mainly 
on the export of agricultural raw materials. With the opening of the trade 
to all Europeans after 18!3, and with the simultaneous continuation of 
many of the hindrances to internal trade which were documented in the 
Trevelyan report of 1835, the profit-making opportunities for Indians in 
Calcutta narrowed significantly. With the conunued drain of between a 

third and a half of the true value of exports as political tribute or remittances 
of profits the consuming capacity of the economy also expanded rather 
slowly. For example, practically no upward trend is discernible in the 
figures of merchandise imports into Bengal between 1816~17 and 1832-33. 
Even in the case of merchandise exports, on which the major attention of 
European traders was concentrated, there was little upward movement 
between 1816-17 and 1832—33.'* The Bank of Bengal survived all this, and 
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in fact thrived. It had necessarily to adapt to the changing circumstances. 
Some of the government directors, in their role as high officials, had a hand 
in making the policies that shaped the general environment. But the bank 
directors as a body could not change the economic environment, although 
it is possible that because of their intimate connection with the European 
traders they too played a role in driving many of the Indians out of the 
increasingly risky game of business. However, in the period so far studied 
Indians continue to appear as important customers of the bank. 


5.9 The borrowers and their backgrounds 


The business of the Bank of Bengal revolved, properly speaking, on the 
granting of loans on deposit of Company’s paper up to a maximum 
duration of three months. Up to the end of 1832 the names of all the 
customers who borrowed on these terms are entered in the minute books. 
From these lists it is possible to find out, roughly, the distribution of loans 
between Europeans and Indians (or rather Europeans and non- 
Europeans; but since non-Indian and non-European borrowers formed a 
rather small set we have simply dubbed the non-European borrowers as 
‘Indians’). | 

From Table 5.6 it appears that during 1809-32 the amounts sanctioned 
ta. Indians invariably exceeded those sanctioned to Europeans, In fact, 
Indians obtained anywhere between two-thirds and four-fifths of the loans 
granted. However, it would be rash to conclude from this that Indians 
dominated the lending operations of the bank. For a start, these lists 
exclude the discounting of private and salary bills. From internal evidence 
(such as lists of protested bills and the discussions among bank directors 
we have referred to in section 5.4) it would appear that the discounts on 
private as well as salary bills were almost the exclusive monopoly of 
individual Europeans and their partnership firms. In Tables 5.4 
and 5.5 we have reproduced a list of the bills which were protested in 1821 
and which the bank tried to recover in later years. It appears that the vast 
majority of the bills (36 out of 42 bills and notes) were drawn by Europeans 
or Armenians (we have added the additional number of notes listed under 
items 1, 15 and 16 in Table 5.5). On the other hand, the majority of the 
people who discounted the bills (and thus incurred a legal responsibility to 
the bank) were Indians. Secondly, many of the Indians were banians of 
European (or American or other foreign) firms and were really borrowing 
in order to finance the business operations of their principals. 

The names of the Indian borrowers are quite common for those times— 
they are mostly Bengali names. Many of them can be recognized as 
members of particular castes by their surnames, and little more can be said 
about-them. Some of the names, however, crop up in later records of the 
bank and some are names that are connected with wealthy families of 
Calcutta. Gooroopersaud (Guruprasad) Bose and Russomoy Dutt appear 
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- Table 5.6 
Bank of Bengal: Loans granted to Indian and European borrowers 1809-32 


Year Amount of loan given (Sicca Rs) Percentage of total 
obtained by 
Indians Europeans Unclassified* Total 
Indians Europeans 

1809 6692110 2090050 8782160 76.20 23.80 
1810 3619150 1480150 248700 5348000 67.67 27.68 
1811 7454100 2906450 1197869 11558419 64.49 = 25.15 

1812 4676200 3590200 919573 9185973 50.91 39.08 
1813 3510950 2353300 5864250 59.87 40.13 
1814 2753440 3395650 6149090 44.78 55.22 

1815 3310300 2411300 5721600 57.86 42.14 
1816 2111725 1086700 3198425 66.02 33.98 
1817 9675808 3453925 13129733 73.69 ~—- 26.31 

1818 9721675 3220550 12942225 75.12 24.88 
1819 6382445 1723690 8106135 78.74 21.26 
1820 4537990 2598300 7136290 63.59 36.41 

182) 17066288 4562635 21628923 78.90 21.10 
1822 39484511 7648644 47133155 83.77 —- 16.23 
1823 30783225 9815075 40598300 75.82 24.18 
1824 25417040 8374945 33791985 75.22 24.78 
1825 14777335 7149698 21927033 67.39 32.61 

1826 34533530 11790104 46323634 74.55 25.45 
1827 18918275 11493400 30411675 62.21 37.79 
1828 17663501 13586078 31249579 56.52 43.48 
1829 18886500 10106400 28992900 65.14 34.86 
1830 18011450 7472900 25484350 70.68 29.32 
1831 16142400 7428300 194900 23765600 67.92 31.26 
1832 15823156 10880100 141600 26844856 58.94 40.53 


“(a) Includes private bills discounted for the years 1810, 1811, 1812—sufficient information is not 
available for a break up showing amount given to Indians and Europeans. 
(b) Includes for the years 1831, 1832, amount given to persons not identifiable as either Indian or 
European. 
SOURCE Bank’s minute books 


as borrowers in January 1813. Bose later became thie much respected 
‘native accountant’ of the bank, and Russomoy Dutt, who was connected 
with the house of Cruttenden Mackillop & Co., contested, unsuccessfully, 
the election to a directorship of the bank. He later became a Judge of the 
Small Causes Court and is remembered as an ancestor of Romesh Chunder 
Dutt, the great economic historian of India. Among the persons borrowing 
substantial amounts in 1809 were Chintamoni Pani and Bissumbhur Pani, 
Bissumbhur Pyne, Madhusundar Sanyal, Madanmohan Datta, Shrikrishna 
Bysack (Basak), Shibchunder Bysack, Bydonath Bysack, Nihalchunder 
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Audie, Jaganath Audic, Hulodhur Audie (Addy), Kamalakanta Doss, 
Bissumbhur Doss, Kashinath Chatterjee, Kaliprasad Takoor, Bystamdoss 
Malhk, and so on. By stamdoss Mallik was a cousin of Nilmani Mallik, the 
father of Raja Rajendra Mallik, who built the ‘Marble Palace’ of Chorbagan 
in Central Calcutta. The Panis, the Pynes and the Audies (. Adhyas) all 
belonged to the Subarnabanik (literally ‘gold merchant’) community of 
Calcutta. Along with the Bysaks (or Basaks), who originally belonged to 
the weaver caste, they probably constituted the wealthiest caste among 
the Indian residents of Calcutta. The Subarnabaniks would appear to 
have been a wealthy community at Saptagram and in the Hooghly district 
in general before they moved to Calcutta.’* Shrikrishna Bysak was a great 
grandson of Sobharam, one of the wealthiest Indian residents in Calcutta 
in the eighteenth century.’® Shrikrshna and three of his brothers, 

Radhakrishna, Prankrishna and Rajkrishna, appear as shareholders of the 
Bank of Bengal in 1809 (see Appendix). Mothooramohun Sen was one of 
the leading Indian bankers and appears often in the minute books as a 
borrower until his firm went down in the commercial crisis of 1825-26. 

Many of these men had made moncy as agents of the East India 
Company, its servants, private European traders (ree Merchants or 
‘interlopers’), or foreign companies and individuals based in Furope and 
North America. Madanmohan Datta built up an immense fortune as the 
dewan of the Export Warehouse of the Company.'’ His protégé and 
employee, Nundcoomar (Nandakumar) Bose, who rose to be the dewan of 
the government salt golas (warehouses which also served as wholesale 
selling outle ts) 1 in Pamluk, borrowed money from the Bank of Bengal." 
Another protégé of Madanmohan Datta, Ramdulal Dey, ultimately 
became an immensely wealthy businessman and had extensive. dealings 
with the Americans.’” But he also acted as a danian of Fairlie Fergusson & 
Co., one of the largest and most influential agency houses in Calcutta in 
the ‘beginning of the nineteenth century.?° Kamalakanta Doss and his 
father, Ganganarain Doss, were khazanchee and banian of Palmer & Co. As 
we shall see later, Kamalakanta and his son Shibchandra Doss were 
among the many Indians who were ruined by the fall of Palmer & Co. 
Kashinath Chatterjce was a regular customer of the Bank of Bengal from 
1809 unul he was ruined by the collapse of the European agency houses in 
1830-34. 

After i809 many new Indian names occur among the lists of borrowers. 
We have mentioned Russomoy Dutt who borrowed fairly large sums 
(Rs 30,000 and above) almost every season. Radhamadhab Banerjee’s 
name appears from the very beginning. He was a business associate of 
prominent Europeans and Indians in many ventures.”) The name of 
Dwarikanath Takoor, which was later on spelled as Dwarkanath Tagore, 
appears for the first time in the books of the Bank of Bengal, on 21 July 
1817, as a borrower of Rs 60,000 on deposit of Company’s paper at the 
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higher rate of interest of 9 per cent per annum (meaning that it was an 
‘opuonal’ loan which could be repaid any time within the three-month 
period, rather than a fixed one). His name appears fairly frequently as a 
borrower from 1824. There is the less reputable name of Rajkissore Dutt, 
who borrowed both large and small sums and was later to be convicted for 
forging Company’s paper on a large scale. 

The European borrowers up to 1824 or so included such leading agency 
houses as Alexander & Co., Fairhe Fergusson & Co., Hogue Davidson & 
Robertson, Trail Palmer & Co., J. Scott & Co., Cruttenden Mackillop & 
Co., Colvins Bazett & Co., Mackintosh Fulton & Co., Reid Price & Co., 
George Mercer, J. Barretto & Co., Johannes Sarkies & Co., M. Larruleta 
& Co., J. Mendieta, and so on. (The names of many of the firms changed 
as partners changed: for example, ‘Trail Palmer & Co. became Palmer & 
Co., Mackintosh Fulton & Co, became Mackintosh & Co., Fairlie & Co. 
became Fairhe Fergusson & Co. and then Fergusson & Co. and so on.)”? 
Few of the Portuguese or Armenian houses seem to have survived the 
crises of 1625-27.7? Apart from these, there are borrowers with the same 
surnames as some of the leading civil servants or officials of the bank. 
‘here are, for example, George Becher, George Tyler, the firms of Becher 
& Fraser and McClintock Morton & Co. In later chapters we shall come 
across many other examples of the close-knit nature of the European 
commercial, financial and official networks. In July 1819 we find J.W. 
Fulton borrowing Rs 100,000 specifically for the Commercial Bank, and 
Mackintosh & Co. also borrowing Rs 100,000. So the Bank of Bengal 
helped in the foundation of this private bank. We find Carey Marshman & 
Ward Sorrowing Rs 25,000 1n 1822. We find Commissioners of the Lottery 
Committee borrowing the sum of Rs 1,37,959, once in September 1824 
and again in December 1824 (that is, at the expiry of a three-month 
period). [hey borrowed another Rs 50,000 in January 1825. 

What were the purposes for which the customers of the Bank of Bengal 
borrowed money on deposit of government paper? Since the minute books 
do not mention the purposes it 1s not possible to answer such a question 
with any certitude. (In any casr, loans taken for one purpose could be 
diverted to other purposes.) However, it is possible to get some idea of the 
objectives in the case of the most important European borrowers, viz. the 
agency houses. ‘These agency houses, we know, had grown up mainly in 
order to utilize the savings of the European residents i in India and to carry 
on trade in commodities or along routes in which the dominance of the 
Company was not absolute. After 1813 this room for manoeuvre by the 
agency houses widened enormously. 

Till then, the Company’s major staples of external trade had been 
Indian cotton piecegoods, silk yarn, saltpetre, and sometimes sugar or 
indigo, while the export of Indian cotton piecegoods had also formed a 
minor but regular part of private European trade; after the second decade 
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of the nineteenth century piecegoods practically disappeared from the 
export lists of both the Company and the European private firms.”* While 
the European agency houses in Calcutta engaged in a large variety of 
activities, including shipbuilding, shipping, insurance, real estate, 
managing estates of others, lending money to ship-captains, and so on, 
their external commerce in Calcutta came to be concentrated on two 
major staples, viz. opium and indigo. 

In the trade of both these commodities the Company actively promoted 
the entry and prosperity of private European business. Opium was a 
contraband in China and the Company could not directly land the drug 
there. But it did everything short of that to facilitate the export of opium. 
In 1773, when Warren Hastings was the Governor of Bengal, the 
Company assumed the monopoly of all the opium produced in Bengal, 
Bihar and Orissa, promising the Danes, the Dutch and the French the 
delivery of a certain quantity of the drug. Over time, this concession to 
other European companies was rendered irrelevant through the elimination 
of all European rivals (the French retained a residual right to receive a 
nominal quantity of opium, a right they rigorously exercised).7* From 
1773 to 1797 the right to manufacture opium exclusively for the Company 
was farmed out to private European contractors. After 1797 the Govern- 
ment of Bengal directly supervised the cultivation of poppy in selected 
districts by Indian peasants. Both advances and coercion were used 
systematically by the Company as well as the private contractors to induce 
or compel the peasants to produce the poppy (or cut back production 
when the need arose). The opium thus produced was delivered to the 
government and was processed by the latter for sale in the Far East. It was 
sold in auctions and generally bought up by the Portuguese, Armenian 
and British agency firms. The Armenians and the Portuguese were 
important in earlier years,’* but as the British traders forged ahead, and 
were able to bypass Macao as a transit point for the smuggling of opium 
into China, the Portuguese were largely eliminated. The final collapse of 
the Portuguese traders came when Malwa opium entered the China 
market on a large scale and caused a glut there and the Company suc- 
ceeded, by various means, in diverting the trade of Malwa opium from the 
Portuguese ports to the British Indian ports, especially Bombay. 

While in Bombay many Parsi firms became important in the trade with 
China, and a Parsi firm, Jejeebhoy & Co., became one of the biggest 
traders in opium and cotton, in Calcutta few Indians ventured directly 
into opium trade. Magniac & Co. of Canton wrote in October 1819 toa 
‘timorous Baboo’ of Calcutta who had sent some 25 chests of opium: ‘We 
sincerely wish you had sent ten times the quantity’.?” This ‘timorous 
Baboo’ was none other than Ramdulal Dey. Gopimohun Tagore joined 
with Joseph Barretto in certain speculations in opium which turned out 
badly. Gopimohun’s sons became involved in a law suit against Edward 
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Brighton and Joseph Barretto over a business transaction in which Gopi- 
mohun had been cheated of Rs 5 lakhs.”* 

In the case of indigo the British agency houses were involved at each 
stage of the production, from the growing of the plant to its manufacture 
into saleable indigo and finally to its export to Europe and other parts of 
the world (particularly after 1813, when the trading monopoly of the 
Company between India and Europe ceased). Here again, the Company 
nurtured private enterprise with fostering care, first with an eye to the 
future profitability of the indigo produced in Bengal and then with an eye 
to the needs of the British textile industry (which also promised larger 
profits) when the supplies to Britain from the West Indies and the Americas 
in general were disturbed by the revolt of the British American colonies 
and the wars with France, and the revolt of the French colony of Santo 
Domingo (modern Haiti) under the leadership of Toussaint l’Ouverture.”° 

- Probably the first person to start indigo manufacture in Bengal proper 
under Company patronage ‘after the San Domingo method’ was John 
Prinsep, the father of James Prinsep, the great orientalist. He established a 
factory at Nilganj near Barasat (in the 24-Parganas district of Bengal) in 
July 1779.°° He later established another factory in Bihar. Prinsep received 
regular advances from the Company for the manufacture of indigo until 
1788. The Company used to buy up the article and send it as a part of the 
tribute from Bengal to England. In the initial years the Company made 
losses but the improvement of the supply and quality of the Bengal indigo, 
combined with a growth of demand in England when other sources of 
supply were drying up, rendered the article profitable. After 1802 no 
regular advances were made by the Company’s government to indigo 
manufacturers. But sporadic advances to indigo planters and agency 
houses continued to be made. It was estimated that between 1786 and 
1804 the Company advanced close to a million pounds sterling towards 
the purchase of indigo.*' By 1813~14 the value of indigo exports from 
Bengal grew to Rs 1,56,46,710 out of a total merchandise export of 
Rs 5,38,28,996, that is, indigo formed more than a quarter of the total 
exports from Bengal. If we take the value of private trade alone, which 
came to Rs 4,39,36,853 that year, the proportion of indigo exports rises to 
more than a third of total private exports of merchandise.” 

So, by the time the process of the deindustrialization of Bengal was 
on its way, European private traders were ready with an alternative basket 
of exportables to help carry their earnings home. However, as exports of 
cotton and silk piecegoods declined more and more private investment 
flowed into indigo,® and speculation in indigd became a serious destabilizer 
of the money market of Calcutta. 

Most of the big European agency houses invested heavily in indigo, 
either by owning indigo works directly or through advancing money to 
indigo planters. But some agency houses and traders specialized in the 
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financing of indigo production, such as George Mercer, his firm Mercer & 
Co., Hogue Davidson & Co., and J. Scott & Co. Again, wealthy Indians 
were not leaders in this field. But Dwarkanath Tagore started his first 
indigo factory at Syllidah (Silaidah) in Pabna in 1821, and Carr Tagore & 
Co., of which he was the senior partner, came ultimately to own seven 
indigo factories.** 

With both opium and indigo Europeans often complained that prices 
were raised by ‘rich monied natives’ who speculated in the two com- 
modities.** Connected was the allegation that Indian businessmen 
borrowed money from the Bank of Bengal on deposit of Company’s paper 
and used the funds for speculation. It is possible that as few channels for 
investment were open to Indians, and they had limited access to external 
markets, they seized on the only commodities whose prices seemed to be 
rising. As European officials and businessmen transferred more and more 
of their fortunes to England in the form of remittable loans of the Company, 
Indians came to hold a larger and larger fraction of the locally available 
Company’s paper,”* and could easily borrow from the Bank of Bengal on 
deposit of such paper. 

However, in an export market with a narrow commodity base and with 

ultimate destinations up to six months away from the source of production, 
Kuropean traders would be as prone to speculation as Indians. ‘The 
impulse of the European fortune hunter to get the major part of his fortune 
home as quickly as possible added to this speculative tendency. The 
decline in the rate of exchange with England aggravated the phenomenon. 
Wilson explained this mechanism with his usual lucidity in the following 
passage: - 
It is of little irmportance to India whether the augmented return for its produce depends 
upon increased quantity or enhanced price in foreign markets; but it is a curious anomaly 
in the history o7 the Indian Trade, that it is affected by neither. We have seen that the 
Indigo of 1826-27, 20,000 maunds less, produced in the market above sixty-six lacs of 
Rupees more. The question is, In what market? and the answer is, In the Indian market; 
where prices are consequently raised 120 per cent. But had this rise been owing to an 
increased demand in the markets of Europe, the price there would have risen; and this does 
not appear to have been the case; for in London, to which the far greater quantity goes, the 
latest price for the best qualities is from 9s. to 10s. Id. per lb., and in 1813-14, it was from 8s. 
6d. to 10s. 

There would be consequently no greater profit now upon the shipment than there was 
fifteen years ago, and it would hoid out no additional temptation to the purchaser if it were 
not for other considerations. One of these is the reduction in the charges, and specially on 
the Freight, which at the earliest dates was £14 to 16 per ton, and in the more recent period 
but £4 to 6: this would make a difference on a maund of Indigo of four or five Rupees and so 
far contribute to the equalization of the ultimate outturn; but the chief cause of enhanced 
price is the unfavourable rate of Exchange with England, and the consequent anxiety of all 
descriptions of persons to find some medium of remittance, which, if it will not yield a 
profit,-will secure them from loss. The transaction is, therefore, not of a purely commercial 
character; profit on the purchase is not looked to, and the price is augmented by a 
competition which excludes the calculation of gain. The goods are bought at rates which 
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will realize no advantage. How far this is to be considered a proof of commercial prosperity, 
is questionable: that it is a national, an Indian advantage, may be conceded; for it no doubt 
arrests a poruon of those assets that would otherwise find their way to Europe: it appropriates 
locally those profits which would be otherwise realized in London, and never return to 
India at all.°’ 


There is little doubt that the Bank of Bengal, supported by high 
government officials,** many of whom had been a secretary or a director of 
the bank, helped to sustain the indigo boom in the 1820s. ‘The consequences 
of the collapse of the boom will be explored in Chapter 6. 

In the meanwhile. what were the major purposes for which Indians 
borrowed money? ‘Phere were some merchants, such as the brothers 
Connyloll (Kanailal) and = Kissenmohun) (Krishnamohan) Burra! 
(Baral) or Ruggooram Gossain (Raghuram Goswami). who frequently 
borrowed large sums from the bank on deposit of Company’s paper and 
who were known to have had a long-term connection with particular 
agency houses. ‘Vhe Burrals were the dbantans of Alexander & Co., 
Ruggooram Gossain was a banian of Palmer & Co. The connection of 
these men with their European principals was close and ofa permanent 
nature. But that in itself did not determine the fates of these danzans, 
Vhough the Burrals were ruined by the collapse of Alexander & Co., 
Ruggyooram Gossain managed to save a substantial part of his fortune 
despite the downfall of Palmer & Co, 

‘Thus, the fact of somebody having been a danian to a European firm 
does not tell us what the exact scope of his own business or affairs might 
have been. Some dantans managed to acquire propertics and businesses 
which ceuld not be touched in case of the failure of their principals; some 
others were less lucky or less clever. Very probably it paid to be a banian to 
foreign firms who had no established base in Calc utta; in that case, the 
forcign firm was greatly dependent on the banian tor the purchase of goods 
in the Indian market. (It generally cost up to 30 per cent more to buy 
goods from the European agency houses than from the bazaar.*”) 

Catling somebody a danzan did not precisely define his functions. Both in 
the late eighteenth century and in the carly nineteenth century dbanians 
came in all shapes and sizes. To a high civil serv ant, such as Warren 
Hastings when he was Governor of Bengal, a banian was a steward or ‘a 
minister’ through whom much of his business with the outside world was 
conducted.” But junior functionaries in the mercantile or household 
establishment of an European ‘nabob’ might also be referred to as banians.*! 
When the banzan was the chief Indian functionary of a ‘nabob’ or « large 
Furopean firm, and when he acquired landed property, as he usually did, 
he was often referred to as ‘Dewan’. Thus, the banian of Warren Hastings, 
Cantoo Babu (Krishnakanta Nandy), came later on to be referred to as 
Dewan Krishnakanta Babooji.*? The khazanchee of the Bank of Bengal in 
the 1830s was known as Dewan Ram Comul Sen 
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For a reasonably wealthy merchant banian-ship could be a relationship 
with a number of principals. But danzan-ship could also be of a temporary 
nature.** Captains of visiting ships or their supercargoes (those who 
managed the purchase and sale of merchandise) needed the services of a 
banian to buy goods from the bazaar and to advance them money until the 
imported goods, bills or dollars had been disposed of.“ One suspects that 
many of these temporary danzan-ships were formed on a fairly cynical 
calculation, particularly when there was a large influx of foreign adven- 
turers. The banians who accepted or endorsed the bills of the adventurers 
were either men without much substance or had taken good care to 
conceal their means if anything went badly wrong with their principals. 
Thus, the bank made few recoveries even by the end of the year 1826 with 
the major part of the protested bills listed in Table 5.5 (i.e. those which 
were protested between July and Scptember 1821). R.W. Poe, the attorney 
of the bank in 1818-19, appears among the list of defaulting borrowers— 
obviously, the Indian endorsers proved to be either men of straw or too 
elusive to be caught in the legal net. But, as we shall see, many of the more 
permanent dbanians of the established agency houses proved less lucky. 

Apart from those Indians who borrowed money from the bank in order 
to carry on as permanent or temporary dantans of Europeans, or those few 
(such as Dwarkanath ‘lagore) who went in for the financing of indigo 
production, what did the others do with their borrowed sums? Many of 
them were probably salt merchants. Salt was produced under a government 
monopoly system and then sold at certain selling outlets (salt golas or 
gollahs) in certain seasons. This was one of the reasons for the seasonal 
bunching of loans. 

The commodity composition of the trade financed by the bank’s loans 
becomes a little clearer in the 1830s when explicit guidelines were laid 
down for leading against the deposit of certain categories of goods. (We 
have devoted chapter 20 to this topic.) But the quantitative features (such 
as the proportion of loans helping finance the import of piecegoods or the 
export of opium or indigo) still remain blurred. And after 1832 the 
community or racial composition of borrowers is not given in the minute 
books at all. We can only guess that Indian participation in large-scale 
borrowing of any kind drastically declined. But that is no more than a 
guess, supported by contextual arguments. 


wn 
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. See. Benimadhab Chatterji: A short sketch of Maharaja Sukhmoy Roy Bahadur (Calcutta, 


1929). Naku Dhar allegedly lent Rs 9 lakhs to the Company during the first Anglo- 
Maratha war. 


. Symes Scutt, in Appendix D of his Bank of Bengal, records J.W. Sherer as having been 


the secretary and treasurer of the Bank of Calcutta and the Bank of Bengal throughout 
the period from May 1806 to January 1809. But we know, from an advertisement of the 
Bank of Calcutta dated 11 February 1807 (declaring that bank notes of every description 
would be paid in specie from 16 February 1807 onwards), that W. Morton was 
secretary and treasurer of the bank at the time. See Sandeman: Selections from Calcutta 
Gazettes, p. 424. 


. J. Palmer to J. Richardson, 2 December 1808, quoted by Tripathi: Trade and Finance, p. 


97. Tripathi refers to the ‘Bank of Bengal’ but, of course, in 1808 it was still the Bank of 
Calcutta that was in operation. 


. For some reason Symes Scutt, in Appendix B of his Bank of Benga!, omits the figures of 


dividends for the year 1813. 


. The figures of government revenue and expenditure are taken from Banerjee: Indian 


Finance in the Days of the Company. 


. Buchanan Hamilton wrote about Patna in 181 1!—12: ‘Cash can at all times be readily 


had at Patna for bank-notes, sometimes without discount, and never for more than 
one-half per cent. The bankers also will supply bank-notes for cash, and usually 
require a premium of one-half per cent’. Buchanan: An Account of the Districts of Bthar and 
Patna, vol. IT, p. 700. It is not clear whether Buchanan Hamilton is here referring only 
to Bank of Bengal notes or also to notes of the Bank of Hindostan, which was the only 
private bank operating at the time. 


. This argument is made in an embryonic form in a letter from Keerpoy Factory, dated 


18 kebruary 1812, West Bengal State Archives, Fort William, Board of Trade Com- 
mercial Proceedings, vol. 266, 6-28 March 1812. 


. National Archives of India, Financial Proceedings of the Government of the East India 


Company, dated 8 February 1812, No. 3 (letter dated 3€ June 1812 from W. Egerton, 
Accountant-General to Governor-General in Council, paras 59-60). 


. National Archives of India, Financial Proceedings of the Government of the East India 


Company, dated 26 December 1811, No. 11 (letter from Accountant-General to 
Governor-General in Council dated 26.11.1811). 

National Archives of India, Financial ecreunes of the Government of India, dated 
18 May 1835, No. 4. 


. Some Indian names were really benamis for ranean A loan application from 


Kissenmohun Burral in May 1822 was turned down. Burral was the banian of Alexander 
and Co. He had probably been turned down because the government had decided on a 
ceiling and he had been the last applicant. 


. Reproduced in Symes Scutt: Bank of Bengal, pp. 19-21. 
. According to evidence tendered to the Select Committee of 1831-32 to consider the 


affairs of the East India Company (reproduced in the Irish Universities Press edition of 
British Parliamentary Papers, vol. 8, p. 465), to finance indigo cultivation the agent 
would borrow money at 10 or 12 per cent. In addition to the interest, the agent charged 
the planter a 2 per cent commission upon advances and another 2 per cent upon sales. 
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14. 


24. 


Indians in Calcutta borrowed at !2 per cent. In the provinces not under the jurisdiction 
of the Supreme Court the interest rate was much higher, amounting to 24 or 30 per 
cent. John Crawfurd, writing in 1837, confirmed this account; the agency houses 
generally allowed their depositors at least 10 per cent interest (which may explain 
the small amount of deposits garnered by the Bank of Bengal), and charged 12 per cent 
on advances plus a commission on the advance. See J. Crawfurd: ‘A sketch of the 
commercial resources and monetary and mercantile system of British India‘, reprinted 
in Chaudhuri: The Economic Development of India under the East India Company, 

See G.A. Prinsep: ‘Remarks on the external commerce and exchanges of Bengal’ 
(1823), reprinted in Chaudhuri: Economic Development of India under the East India 
Company, and Tripathi: Trade and Finance. 


. See in this connection, Narendranath Laha: Subamabantk Katha O Kirti (in Bengali), in 


three volumes (Calcutta, Oriental Press Ltd., 1940). 


. For the history of the family of Sobharam Basak (Bysack’ see P. Sinha: Calcutta in 


Urban History (Calcutta, Firma KLM Pvt. Ltd. 1978), pp. 64-66. Incidentally, 
Radhakrishia Bysack never became the dewan of the Bank of Bengal, as claimed by 
Sinha; he was the khazanchee of the General Treasury. See Brajend:anath Bandyo- 
padhyay: Sangbadpatre Sexaler Katha (Calcutta, Bangiya Sahitya Parishad, 1949), vol. 2, 
p. 755. 


. Gnsh Ghosh: Ramdoolal Dey: The Bengatee Millionaire (first published, Calcutta, 1868; 


reprinted, Calcutta, Riddi-India, 1978), p. 5. 


. Lbid., p. 7. 
. See Porter: The Jacksons and the Lees, pp. 998-99, 618-20—lIctters from P.T. Jackson to 


Ramdullol Day, dated 27 July 1803 and 6 October 1806 respectively: the second letter 
shows that Ramdula) Dey and other banians in Calcutta were in the habit of giving 
extensive advances and trade credits to their American correspondents. 


. Ghosh: Ramdoolal Dey, pp. 14-17. 
. Radhamadhab Banerjee was, for example, a promoter of the Union Bank in 1829. See 


N.K. Sinha: The Economic History of Bengal, vol. 11, 1793-1848, Calcutta, Firma KLM 
Pvt. Ltd, 1970, p. 64. 


. On the activities of European agency houses in Bengal see Tripathi: Trade and Finance, 


and $.B. Singh: European Agency Houses in Bengal. 


. Barretto & Sons, for example, went down in the crisis of 1826-27. Tirretta’s Bazar on 


Chitpore Road, which was owned by Joseph Barretto (who died in 1824), was sold by 
public auction on 27 May 1827 to the Raya of Burdwan for Rs 3,24,000. See A.C. Das 
Gupta (ed.): The Days of John Company: Selections from Calcutta Gazetle 1824-1832 (Calcutta, 
Superintendent of Government Printing West Bengal. 1959), pp. 214, 256; and Cotton: 
Calcutta Old and New, p. 338. 

See, Sinha: Economic History of Bengal, vol. 11, chapter 1, for a graphic description of the 
deindustrialization of the Bengal cconomy as a result of the collapse of exports of 
Indian cotton piecegoods, the inflow of British machine-made cotton goods and the 
increasing importance of agricultural commodities in the exports of Bengal. 


. Our account is based on G. Watt: A Dictionary of the Economic Products of India, vol. V1, 


part I (first published 1892; reprinted, Delhi, Cosmo Publications, 1972), pp. 39-40. 
See also Greenberg: British Trade and the Opening of China, chapter 5, and B. Chowdhury: 
Growth of Commercial Agriculture in Bengal 1757-1900, vol. 1 (Calcutta, Indian Studies, 
1964), chapter 2. 


26. 


27. 
. Sinha: Economic History of Bengal, vol. 111, pp. 91, 107. On the personal friendship of 


34. 


30. 
36. 


37. 
38. 


39. 
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Joseph Barretto & Co. and M. Larruleta & Co. were important opium traders based in 
Calcutta up to the beginning of the 1820s. See, for example, Greenberg: British Trade 
and the Opening of China, p. 118. 

Greenberg: British Trade and the Opening of China, p. 119. 


Gopimohun Tagore and Joseph Barretto see, L.N. Ghose: The Modern History of the 
Indian Chiefs, Rajas, Zamindars, etc., Part 1, The Native Anstocracy and Gentry (Calcutta, 
J.N. Ghose & Co., 1881), p. 164. Apparently, Barretto and Tagore shared a taste for 
wrestling matches. 


. For the history of the growth of indigo cultivation in Bengal indies Company patronage 


see Watt: A Dictionary of the Economic Products of India, vol. 1V, pp. 393-95; and 
Chowdhury: Growth of Commercial Agriculture in Bengal, chapter 3. 


. Sir Henry Thoby Prinsep: Three Generations in India (India Office Library, Mss. Eur. c. 


97, vol. I). 


. Watt: A Dictionary of the Economic Products of India, vol. 1V, p. 395. 
. The values given above are estimates made by H.H. Wilson, and have been corrected 


for undervaluation of indigo in official returns. See Wilson: Review of the External 
Commerce of Bengal, p. 5. 


. According to G.A. Prinsep, by 1821 or 1822 European capital had been invested to the 


tune of Rs 80 lakhs in indigo plantations and indigo works in Bengal. See G.A. 
Prinsep: Remarks on the External Commerce and Exchanges of Bengal, (1823), reproduced in 

Chaudhuri: The Economic Development of India under the East India Company, p. 62. By 1827, 

according to an estimate made by six agency houses, Rs 2 crores (which is probably an 

exaggeration—since it was contained in a petition to the government) were invested in 

indigo production in Bengal. Of this amount, Rs 160 lakhs were invested by the 

petitioning houses—Alexander & Co., Colvin & Co., Cruttenden Mackillop & Co., 

Mackintosh & Co., Palmer & Co., and J. Scott & Co. See Chowdhury: Growth of 
Commercial Agriculture in Bengal, p. 83. Even allowing for some exaggeration this 

indicates a very high rate of growth of investment in indigo production. 

Blair Kling: Partner in Empire: Dwarkanath Tagore and the Age of Enterpnse in Eastern India 

(Berkeley, California, University of California Press, 1976), pp: 86-87. 

See, for example, Chowdhury: Growth of Commercial Agriculture in Bengal, p. 9. 

There is some corroboration for this hypothesis in the fact that Prinsep, in his Remarks 

on the External Commerce and Exchanges of Bengal, considered Tucker's estimate of the 

European share in the ownership of India’s “Territorial debt’ at four-fifths of the total 

around 1812 to be greatly exaggerated by 1822. 

Wilson: Review of the External Commerce of Bengal, pp. 47-48. 

See, for example, the argument of H. Wood, Accountant-General, writing in December 

1825 in favour of a cheap money policy pursued by the bank: ‘The prosperity of India 

must be promoted by keeping the rate of interest, as near as possible, to the level of the 

intcrest of Europe, for the price of the produce of the soil must be affected by the rate of 
interest given for the capital to raise it, and the sale of Indian produce in the Europe 

market must at all times depend on its cheapness, when compared with the produce of 
foreign countries exposed for sale in the same market’. (Financial Department Pro- 


- ceedings, Government of Bengal, 15 December 1825, No. 16, as quoted by Chowdhury: 


Growth of Commercial Agriculture in Bengal, p. 87 n.) 
Porter: The Jacksons and Lees, vol. J, p. 61. 
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40. See, for example, Warren Hastings’s letter to Elijah Impey dated 12 October 1774, 
quoted by S.C. Nandy: Life and Times af Cantoo Baboo: The Bantan of Warren Hastings, vol. 
II (Calcutta, Dev-All, 1981), p.*66. 

41. fbid., p. 70. 

42. Ibid., p. 99. 

43. On the functions of a banzan in Calcutta as seen-through the cyes of the two American 
business families, the Jacksons and the Lees, with close business connections with 
Calcutta in the first quarter of the nineteenth century see Porter: The Jacksons and the 
Lees, pp. 57-58, and 806—08 (letter from Henry Lee, 19 January 1807 to Robert Cabot, 
Calcutta, in regard to Calcutta danians). 

44. For example, Henry Lee wrote to a correspondent: 


Bills can be sold sometimes for money, & always in Exchange for Indigo & any P’s 
[piece] goods which the houses may have on hand, but in these negotiations besides 
an unfavourable rate of Exchange, which now exists & probably will continue, you 
have to pay 10 to 15 pet. higher than goods are selling for in the Bazar. This business 
of this place is done by about 7 or 8 houses & whoever is dependent upon any of them 
for credit, must pay dearly for it, besides being exposed to the Knavery of their 
Banians & Sircars. Or the supercargo might force his banian to buy the bills, as did 
certain ‘Mr. Mansfield ... by threatening to withdraw his present Lusiness & the 
future patronage of Jos Peabody, while at the same time another Banian stood by 
with his Bags of Rupees to loan the sum required ... upon the condition of having the 
business ... & a secret resolution I presume to get back a part in good round dustaye’ 
[ dustoory or commission]. 


Porter: The Jacksons and the Lees, vol. 1, p. 64. 


Chapter 6 


‘The Bank and the agency house crisis 


6.1 The prelude to the agency house crists 


The period beginning with the Governor-Generalship of Lord William 
Bentinck (1828) and ending just before Lord Dalhousie became Governor- 
General of British India (1848) is one of the most eventful, not to say 
dramatic, epochs in the history of the Bank of Bengal. At the start of this 
epoch the bank witnessed the fall of practically all the large agency houses 
which had dominated its board for almost two decades. It also witnessed 
the rise and fall of the Union Bank, one of the most formidable competitors 
the Bank of Bengal ever faced. The bank survived these crises. Although 
its profitability was badly affected by the collapse of the agency houses, the 
setback was temporary and it probably emerged a wiser—though more 
cautious—institution. The fall of the Union Bank left it in a practically 
manopolistic position as far as internal banking in eastern and northern 
India was concerned (with the exception of the Agra and United Services 
Bank and smaller loan agencies glorified as banks). 

The history of the fall of agency houses has a number of interesting 
features: for a start, it starkly revealed the extreme vulnerability of Bengal’s 
export trade in primary produce. Secondly, it highlighted the close links 
subsisting between the much-reprobated private speculations and the 
working of the governmental commercial and fiscal machinery. Thirdly, it 
illustrated the complicated relationships that obtained between the pluto- 
cracy of European private traders, the officialdom in Calcutta, the Court 
of Directors and the Board of Control in London, and the East India 
houses in the city of London. Fourthly, it revealed the vulnerability of the 
Indian bamans and other collaborators of European traders to a crisis 
originating essentially in speculative ventures of Europeans. Indians found 
themselves in the position of having to assume responsibility for the 
repayment of very large debts in the contractron of which they had played 
but a small part. | 

The fall of six major agency houses between 1830 and 1834 was only the 
most sensational episode in an epidemic of business failures in Calcutta. 
As we have seen in our analysis of the pattern of the business of the Bank of 
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Bengal between 1809 and 1828 (Chapter 5), the bank began to have a 
regular crop of protested bills with the influx of new business ventures 
from 1817. The speculative tendencies of most of the new adventurers, 
coupled with the structural weaknesses of the new pattern of exports 
from Bengal, brought about a high rate of mortality in business houses. 
Particularly vulnerable were businesses connected with the cultivation 
and marketing of indigo. In the two years 1826 and 1827, for example, at 
least five European business houses failed for a total sum of Rs 157 lakhs 
(of these the most important were Davidson & Co. which failed for Rs.65 
lakhs, and Mercer & Co. which failed for Rs 18 lakhs). Over the same 
period at least seven important Indian firms failed with a total liability of 
Rs 21.6 lakhs (of these the most important was the firm of Muthcormohun 
Sein & Co.).! 

In any case, the provisional but effectual revision of the charter of the 
Bank of Bengal, permitting it to issue notes up to the value of Rs 2 crores, 
stimulated the indigo boom. It eased the stringency of the money market, 
which had been brought about by the increased demand for money, the 
virtual cessation of the inflow of capital from Europe around 1817-18? and 
increased military expenditures caused by the first Anglo-Burmese War. 
The indigo market in Europe was always speculative, because of the time 
lags between the sowing and manufacture of indigo (from six to eight 
months) and between its shipment and its arrival in England (another six 
to seven months). The commercial crisis in England in the years 1825-26, 
which led, among other things, to the failure of thirtysix country banks, 
had a devastating effect on many indigo agencies in India, already suffering 
from several years of fluctuating demand and prices.’ 

Among the firms that failed, Mercer & Co. was 


long insolvent and sold by a judgement bond to another firm which supported while it was 
gathering up, niostly upon credit, large quantities of produce of all kinds in the interior, and 
just at the moment when all had been collected, or was in transit to the Presidency, 
Judgement was entered on the bond in the Supreme Court, and the whole community of the 
interior saw the goods they had provided, and looked upon as their security, torn from 
se their eyes, without hope of a fraction of their value being set apart to satisfy their 
claims.‘ 


The Court of Directors added: ‘Unfortunately, the failure of this firm, 
though the largest, is by no means the only one of the same kind’. 
Naturally, such experiences left Indian businessmen with a very dim view 
of the honesty and trustworthiness of the sahtbs they had to deal with. 
However, most Indian banians of the agency houses were too deeply 
entangled with their principals to extricate themselves without loss when 
the latter went bankrupt. 

As we have seen earlier, the depositors of the agency houses lodged their 
capital with them in the expectation that they would get a much higher 
return than the rate of interest on government paper.* 
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One of the recurring problems of the ‘rotten system’ of agency houses (a 
phrase frequently used by high government officials to describe the agency 
house: network) arose from this obligation to pay higher rates of interest 
than could be obtained on government paper. Agency houses could not 
operate without deposits and other liquid funds; these could not be 
attracted without a promise to pay 8 per cent (or alternatively without 
offering to remit funds to England at favourable rates of exchange) when 
avenues of investment were shrinking and the government rate of interest 
was declining from 11 to 8 and then to 6 and 5 per cent. (The government 
rate was, in fact, brought down to 4 per cent in the late 1820s and early 
1830s.) Paradoxically, for savers who were simply interested in obtaining a 
certain income out of their accumulated capital the attractiveness of 
government securities increased even as the rate of return obtained from 
them declined. To them this decline was evidence that government finances 
were moving on a more even keel and the risk of capital loss through 
depreciation of government securities was decreasing. Agency houses 
were then compelled to seek speculative ventures promising high rates of 
return, and indigo promised to yield very high profits in good years. 

As we have discussed in Chapter 5, indigo, however, was quite a 
troublesome commodity from a business point of view.° Its supply was 
uncertain and so was its demand. It could be stored for a long period so 
that a glut in the market in one year could affect its marketability in the 
next season. Furthermore, the main market for indigo was Europe— 
normally six to seven months away in the days of sailing vessels. ‘Thus, 
intelligence about the prospects of the indigo market was uncertain and 
tardy. 

Fluctuations in prices and output of a specialized primary product in 
the early industrial world of Europe created enough difficulties. More 
problems were caused by the fact that indigo was a major vehicle for 
remittance in the days when the Company still enjoyed a monopoly of 
trade with China and the number of Indian commodities that could be 
sold in Europe was rapidly shrinking.’ The Company generally remitted 
funds at an official rate of 2s. 6d. per sicca rupee. The actual rate of 
exchange realized by private exporters,was rarely above Is. | 1d. or 2s. in 
the early 1820s." The official rate of exchange was indeed the rate which 
obtained in 1813-14. By 1827-28, through the continuous pressure of 
remittable funds exceeding the means of remittance (despite the steadily 
increasing trade between India and China), it had slid down to ls. 102d. 
Since channels of remittance provided by the Company were rather 
narrow, individual Europeans seized every means of remitting their funds, 

indigo being foremost. Competition for indigo pushed up its price in the 
Indian market, even when the price in the London market was stagnant or 
actually on the downgrade. This naturally deepened the crisis of the 
indigo planters. The extension of the circulation of its notes permitted by 
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the charter of 1823 enabled the Bank of Bengal to lend more, thus fanning 
the speculation in indigo. 

The structural crisis was precipitated by the change in the commodity 
composition of the Bengal trade after 1814. But government policies 
aggravated the difficulties of the agency houses. First of all, the government 
was under continual pressure to remit funds to England. The import of 
treasure into Bengal declined steadily from the high figures reached in 
1818—19 and sank to very low levels in 1824—25 and 1826-27; considerable 
amounts of bullion were exported in the intervening years. Since specie 
was the main circulating medium these developments often created a 
tightness in the money market. 

Furthermore, the government’s large-scale borrowings on the outbreak 
of the Burma war made money scarce and raised the rates of interest all 
round.” Agency houses sought and obtained financial help from the gov- 
ernment. There is some evidence to suggest that agency houses used 
advances given by the government to stock up indigo and raise prices;'° 
this would injure the interests of the Company, itself the biggest exporter 
of indigo during these years. In spite of such suspicions, in April-May 1827 
the firms of Palmer & Co., Alexander & Co. and Scott & Co. succeeded in 
obtaining loans from the government amounting to Rs 7,50,000, Rs 2,35,000 
.and Rs 85,000 respectively.'' But the fall of such firms as Davidson & Co., 
Mercer & Co., Muthoormohun Sein & Co. creatéd a high degree of 
uncertainty in the credit market. The Calcutta Gazette reported meetings 
among Indian bankers and shroffs to decide whether they would accept 
bank notes. Ultimately they decided to accept them;'? this eased the 
situation in the credit market, but probably inflicted additional losses on 
the Indian collaborators in the long run." 

This system continued on its tottering course with occasional failures of 
planters and smaller houses of agency but with the fortunes of the bigger 
agency houses apparently intact. The Bank of Hindostan faced at least 
two runs after the birth of the Bank of Bengal, viz. in 1819 and 1830. The 
Bank of Bengal gave it aid to overcome these runs. 

However, along with the increased riskiness of speculation in indigo and 
the uncertain state of confidence in the credit structure supporting the 
agency houses there were also the very short time horizon and the inordinate 
greed of the partners of the firms. Four partners of Palmer & Co. withdrew 
their capital almost simultaneously. One of them, J.S. Brownrigg, a 
director of the Bank of Bengal at one time, retired from India with Rs 8 
lakhs, and this action left an already insolvent house little liquid capital 
with which to carry on. This was a major immediate factor that caused the 
failure of Palmer & Co. on 4 January 1830.'* 


6.2 The Bank’s relations with agency houses 


~ Before its failure Palmer & Co. applied to other agency houses for help. 
Only two responded to this appeal.'* In any case, it is doubtful whether 


The Bank and the agency house crisis / 135 


any help from other agency houses could have supported the credit of this 
house any further. ‘The Court of Directors in England had been long at 
variance with the government in Bengal over the policy adopted towards 
agency houses. In particular, they had claimed that the procedure of 
extending help to agency houses in times of stringency of credit had 
allowed an unsound system to be perpetuated. In yet another despatch 
remonstrating the Governor-General in Council for extending pecuniary 
help to agency houses the Court pointed out that 


of the whole sums advanced in 1822/23, 1826/27 and 1827/28, Messrs. Palmer and Co. 
received nearly 1/3rd in the first of these years, more than 3/4ths in the second and 4/5ths in 
the remaining years. Of the total sums advanced from 1812/13 to 1827/28 the proportion 
drawn by Messrs. Palmer and Co. was more than 2/5ths.'® 


The Bank of Bengal would naturally have had to be concerned with the 
operations of agency houses, because (a) the partners of these houses were 
heavily represented in its board, the majority of the directors being 
connected with these houses; (4) for much of-its business in loans on 
deposit and private bill discounting agency houses were its major customers; 
and (c) the government directors, in their capacities as accountants- 
general or secretaries to the government, were almost in daily touch with 
the agency houses. ts 

The involvement of the Bank of Bengal in the affairs of Alexander & Co. 
and other agency houses is perhaps best illuminated by the reply of the 
directors of the bank, dated 4 October 1833, to the critical comments of the 
Governor-General in Council on the printed balance statement of 22 
August 1833,'’ and in a series of statements prepared in 1835, giving 
detaiis which were not normally disclosed in the balance sheets or profit 
and loss statements of the bank before 1834. 

The Bank of Bengal, according to its directors, held acceptances of 
Alexander & Co. worth only Rs 35,000 in August 1829, and even in 
January 1830 the bank held their acceptances to the extent of Rs 62,248 
only. But when Palmer & Co. failed in the same month there was a run on 
the Bank of Hindostan, whose note circulation, as a result, dwindled from 
Rs 19 lakhs to a figure which was never to be more than Rs 5 lakhs 
thereafter. Moreover, the run resulted.in ‘the withdrawal from the House 
of deposits to an almost incredible extent’. The bank directors continued: 


It was not in the nature of an Establishment such as that of Messrs. Alexander & Co. to 
have its funds at call and it was not unreasonable that it should look on the occasion of any 
money pressure not merely to that portion of its funds more immediately at hand but also to 
its long established and well supported credit. 

To meet the run Messrs. Alexander & Co. took loans from the Bank on deposit of 
Government securities. They took loans from the Government cn pledges of goods as well 
as of real and other property and the monies thus raised being insufficient to meet the 
sudden demand, they applied to the Bank for accommodation on simple personal security. 

The Directors of the Bank were convinced that the credit of Messrs. Alexander & Co. 
was unimpeachable and that the occasion was one which called for extra-ordinary and 
prompt aid and though they were aware of the literal objection in their Charter Deed to an 
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advance in excess of one lac of Rupees to any one party on simple personal security’"* 

they did not deem the spirit of the Charter to be opposed to a contingency which it would 

never have contemplated. 

_ Under this impression the Bank was im advance on the 30th June 1830 Rs 9,87,766 on the 

joint security of the acceptance of Alexander & Co. and of the numerous other parties, 

oe the two wealthy Banyans of Alexander & Co., Kissenmohun and Connyloll 
urral. 

In special advertence to the prospect of improvement in their affairs,’® this accommoda- 
tion was continued to Messrs. Alexander & Co. till December 1831 when from some 
unaccountable and unfounded rumour’’ the notes of the Hindostan Bank were suddenly 
again returned upon it. 

At this crisis the Houses of Messrs. Fergusson & Co., Cruttenden & Co. and Mackintosh 
& Co. came forward to the assistance of Messrs. Alexander & Co. and lent the credit of 
their names to obtain discount accommodation from the Bank for the support of Messrs. 
Alexander & Co. 

Accommodation was accordingly granted under at least two of their four namnes till April 
1832 when the four Houses made a specific proposal for an additional advance of 10 lacs of 
Rupees under acceptances to be discounted. They stated that if the Bank would consent to 
this advance they would make themselves jointly and severally liable not merely for the 
additional accommodation asked for but also for all the acceptances discounted with two or 
more of their names since the previous December. 

At a meeting of the Bank Directors on this occasion, it was distinctly stated by the four 
Directors who represented those four firms that they had examined the books of Messrs. 
Alexander & Co. and were satisfied that the additional accommodation requested would 
enable them to get over their difficulties and to give up the issue of their Bank notes. A fifth 
* Director, who had also examined their books, was of the same opinion and the Bank 
accordingly discounted the proposed acceptances, till the month of June 1832, when they 
amounted ..... to the sum of Rs 17,73,674-3-9 of which however but Rs 6,60,000 was 
additional since April 1832 when the loan of ten lacs was applied for. ‘This accommodation 
was continued till the failure of Messrs. Alexander & Co. in December last. 


The government criticized the kind of security the Bank of Bengal had 
accepted. In reply the directors explained: 


The direct security for the whole liability was simple personal only and we would now be 
understood to refer to the collateral security alone and to that part of the security to which it 
was applicable. 

Messrs. Alexander & Co. in consideration of the credit of Messrs. Fergusson & Co., 
Cruttenden & Co. and Mackintosh & Co. assigned over to them divers properties consisting 
of lands, houses, indigo factories and indigo. Some of these properties were primarily 
mortgaged to the Government, some primarily mortgaged to the Union Bank and the 
remainder primarily mortgaged to the three Houses. 

On the failure of Messrs. Alexander & Co. those Houses at our requisition assigned over 
the properties in question to our Secretary in trust for the Bank. 

Your Lordship in Council will observe, therefore, that the Directors did not advance 
money on any security forbidden by the Charter but that after the failure of Messrs. 
Alexander & Co. the Directors took the collateral security of real and other property for 
money advanced to Messrs. Alexander & Co. long previous to their failure. 

"The position of this collateral security on the 29th June last was as below: 

The Union Bank will in all probability be repaid, or nearly so, from the profits of this 
season’s producr of the Indigo factories mortgaged to it; but as the valuation of those 
Factories by Alexander & Co. may be excessive the balance of security to revert to the Bank 
may not exceed the amount stated in the last paragraph, viz. Rs 5,00,000. 
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Property Debt Balance 
Mortgaged primarily to Government 
and valued by it 13,64,000 7,00,000 6,64,000 
Proceeds of Indigo payable in extinction 
of Government debt by our Secretary as 


Trustee and to be due on the Ist January 1834 $5,000 

Primarily mortgaged to Union Bank 

and valued by Alexander & Co. . 8,00,000 3,00,000 5,00,000 

Primarily mortgaged to this Bank 

and valued by it 2,20,000 
S. Rs.14,69,000 


From what we have stated it will appear that for overdue acceptances of Rs 17,73,674-3- 
9 being the joint responsibility of the Four Houses mentioned, the Bank holds in addition to 
the direct security of their names a collateral security valuing thirteen lacs of Rupees after 
allowing for interest to accrue on the debt to Government and to the Union Bank. It was 
under these circumstances that in our balance statement we considered this amount to be 
good for the whole. 


Nor was the government happy about the advances made by the bank 
on indigo. To this the directors replied: * 


And here it should be recollected that Messrs. Alexander & Co. failed about the middle 
of December last, that a large portion of the valuable security in which the Bank was 
interested consisted of Indigo Factories, that these if not regularly worked become all but 
valueless, that if the assignees of Messrs. Alexander & Co. had not the means of advancing 
that the Government would not advance, that the season for advances was at hand, that in 
the then state of money market sales were impracticable without a great sacrifice of 
property and that in consequence of the failure of both Messrs. Alexander & Co. and 
Mackintosh & Co. the cultivation for the year was expected to be contracted and the 
produce to be advanced for to be pretty sure to arrive at a good market. 

Under the influence of these considerations and after the most mature deliberation the 
advances were made and are likely to answer the end for which they were made. 


This letter was signed by all the directors (including the three govern- 
ment directors). Were the directors justified in placing so much faith in the 
solvency of the other three houses who acted as joint guarantors of 
Alexander & Co.? Or had they been right earlier in placing so much faith 
in the ‘unimpeachable’ credit of Alexander & Co.?:All their assumptions 
and touching expressions of faith were falsified by subsequent events. But 
can we not argue that the Bank of Bengal was, for once, acting as a true 
central bank, safeguarding the interests of the whole credit structure 
rather than simply looking to its own profit ‘and loss accounts? A less 
charitable interpretation would be that the officials of the government, 
including the highest in the land, were deeply implicated in the affairs of 
the agency houses, and they would take any step to save their chestnuts 
from the raging bush fire, and that they made the public credit of the Bank 
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of Bengal serve as the handmaiden of private interests.) What happened, 
according to this latter interpretation, is that anybody in the know got his 
money out before the agency houses publicly announced their bankruptcy. 
The salvaging operation of the Bank of Bengal was essential for gaining 
time; and ultimately the devil took the hindmost—in this case the Indian 
collaborators and creditors of the agency houses and a few luckless officials 
and pensioners who were not prompt enough to realize what was happening. 

Before we go deeper into this set of questions let us find out the total 
losses suffered by the bank in these years through unpaid or overdue debts. 
The item of ‘doubtful debts’ is available separately only from the second 
half of 1829, (These are to be distinguished from ‘bad debts’ written off.) 
However, from August-December 1822 up to July-December 1828 we 
have accounts of loans lying overdue at the penal interest of 12 per cent. 
This 1s an index of the pressure of the money market and of debts that were 
likely to become doubtful. For four successive half-years, that is, from 
July-December 1824 to January-June 1826, loans lying overdue at penal 
interest came to more than Rs 5 lakhs. In January-June 1826 they reached 
the huge total of Rs 11,99,263, which is higher than the total amount of 
private bills discounted in many half-yearly periods during the 1820s. The 
values of such overdue loans then came down sharply and rose again in 

uly-December 1828 to more than one and a half lakh of rupees. 

If we look at the series of doubtful debts from the half-yearly balance 
sheets we get one set of figures up to 31 December 1833. But the directors 
apparently had these debts revalued later on, and the figures were brought 
down. The balance sheet figures show that the value of doubtful debts was 
already Rs 3,71,109-2-8 for the six months ending 31 December 1829. In 
the period ending 29 June 1830, which witnessed the insolvency of Palmer 
& Co., this jumped up to Rs 7,94,696-11-4. The figure gradually came 
down to Rs 5,16,773-10-7 in the period ending 29 June 1832. Even after 
the fall of Alexander & Co., in the period ending 31 December 1832 the 
value of doubtful debts at Rs 4,85,647-6-3 shows a decline. Presumably, 
the bank had not yet woken up to the hollowness of the joint liability 
assumed by Fergusson & Co., Cruttenden & Co., and Mackintosh & Co. on 
behalf of Alexander & Co. This registered in the next two half-yearly 
periods, when the figures of doubtful debts rose to Rs 7,19,158-2-6 and 
Rs 10,72,776-1-10 respectively. The latter figure for the half-year ending 
31 December 1833 is the highest recorded under this head in the 1820s and 
1830s. 

Between December 1829 and December 1833 the bank wrote off 
Rs 7,61,917-10-0 as bad debts. But this was not the end of the story. The 
figure of doubtful debts remained at Rs 7,96,382-8-1 for the first part of 
- 1834 and it was only after the end of 1835 that doubtful debts came down 
to the relatively small sum of Rs 28,374-5-4 (on 31 March 1836). It is 
impossible to deduce from the bank records the exact amount of loss the 
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bank incurred through the failure of Alexander & Co. and other agency 
houses. In sections 6.5 and 6.6, we have tried to calculate the losses. But 
our estimates are at variance with a bank memorandum compiled at a still 
later date, which gives a very approximate (and probably understated) 
estimate of the bank’s losses. 

After the revision of the bank’s charter the importance of loans on 
deposit and private bills discounted increased substantially. Before 1822 
the highest amount of loans on deposit recorded for a half-year was 
Rs 31,56,821 (in January-June 1821) and the highest value of private bills 
discounted was Rs 19,13,886 (in January-June 1819). In the period from 
August-December 1822 to July-December 1828 the highest value of loans 
on deposit was Rs 84,77,264 (in July-December 1824) and the highest 
value ot private bills discounted was Rs 23,98,859 (for January-June 
1826—incidentally, it was also during this half-year that the highest value 
of loans lying overdue at penal interest was recorded). 

During the years of the agency house crisis, that is, roughly from 
January 1830 to June 1834, private bills discounted by the Bank of Bengal 
reached new heights. For the four half-yearly periods beginning with 
January 1832 and ending with December 1833 the values of private bills 
discounted always exceeded Rs 40 lakhs; for the second half of 1832 the, 
value of private bills discounted reached Rs. 46,21,083, that is, almost 
exactly double the highest figure reached before 1830. The value of private 
bills discounted came to Rs 19,43,672-2-4 for the quarter ending on 31 
March 1835 and remained below Rs 30 lakhs in all the quarters up to 1854 
except for the four quarters ending on 3] March 1837, 30 June 1837, 30 
December 1837 and 31 March 1838. (From 1855 the balance sheet was 
presented in a new form.) In fact, private bills discounted dwindled to less 
than Rs 10 lakhs per quarter from the late 1840s, and their place was 
largely taken by ‘accounts of credit on deposi‘? or cash credit accounts 
which grew greatly in importance in this period. 


6.3 A cheap money policy 


Throughout the years of the agency house crisis the bank pursued 
basically a cheap money policy. In the period of pressure on the money 
market, July-December 1825 to January-June 1827, the average rate of 
interest on private bills discounted considerably exceeded 642 per cent, 
and the rate of discount for the half-year January-June 1827 went up to 
Rs 8-10-6% per cent (per annum). For loans on deposit the rate of interest 
reached the highest level (Rs 8-9-7% per cent) for the half-year January- 
June 1826. Between 1829 and 1833 the rate of discount on private bills was 
8 per cent for the half-year January-June 1829, but was brought down to 
642 per cent for the half-year July-December 1829, allowed to rise to 7 
per cent for the half-year January-June 1830, but lowered to 6 per cent 
during the next half-year and to 5 per cent for the whole of 1831. In 1832 it 
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was allowed to rise only to 6 per cent, in 1833 it rose to 6/2 per cent and was 
raised to 7 per cent only in the first half of 1833 (it rose to 7°/ per cent in the 
next half). 

For loans on deposit the picture is very similar, except that the rate of 
interest charged on such loans remained | per cent below the rate of 
discount on private bills up to the end of 1832, so that the rate of interest on 
loans on deposit was 6 per cent in the first half of 1830, 5 per cent in the 
second half of 1830, only 4 per cent in 1831 and 5 per cent in 1832. In 1833 
the difference between the interest on loans on deposit and the rate of 
discount on private acceptances was widened to | ¥2 per cent, so that when 
the rate of discount on private bills went up from 6 to 6Y2 per cent the rate 
of interest on loans on deposit fell from 5 to 4 per cent. [n 1834 the rate of 
interest on loans on deposit was raised to 5°% per cent in the first half and 
61% per cent in the second half. 

We find in various meetings of the directors (e.g. in 1834) decisions to 
charge one per cent extra for renewals of private bills. This was an advance 
over the situation where private bills were renewed easily and without any 
additional cost (a situation that must have prevailed between 1830 and 
1832). But the practice still violated both the spirit of the charter that loans 
would not normally be granted beyond three months, and also the regula- 
tion, presumably enforced in the case of those who were not directly 
connected with the big merchants, of charging a penal rate of 12 per cent 
on overdue loans. 

Until the failure of Palmer & Co. the bank did not have any serious 
problem with the recovery of debts or with the encumbrances of securities 
specifically forbidden by the charter. Palmer & Co. borrowed Rs 15 lakhs 
by depositing securities belonging to others (mainly Indians such as 
Ruggooram Gossain) but endorsed to Palmer & Co. for the purpose of 
obtaining the loan. The bank not only managed to get back the 15 lakhs by 
selling these securities but wanted also to set off a surplus of Rs 2,35,000 
obtained from that sale against another Rs 3,65,000 borrowed from it by 
Palmer & Co. 

By the middle of 1830 the bank came up against the problem of what to 
do with immovable property when that was the only security a borrower 
could give. For instance, the active partner of Trotter Gordon & Co., E. 
Trotter, could show, besides indigo factories (valued variously at between 
],25,000 and 1,60,000 rupees), only Union Bank shares worth Rs 2,500, a 
balance in the hands of his agents at Liverpool worth £1,500, and his 
personal effects (horses, carriages, plates, etc.) worth Rs 10,000—12,000. 
Although some directors wanted 10 annas in the rupee or resort to the 
courts while Trotter offered 8 annas, all of them ultimately accepted the 
latter’s offer on grounds of uncertainty of indigo prices and the narrowness 
of the market for indigo factories. 
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6.4 Violations of the charter and government indulgence 


Throughout the period of the agency house crisis Lord William Bentinck 
was the Governor-General of India. Even before his arrival the government 
regularly advanced money to the agency houses in times of financial crisis. 
The government’s own interest was involved, for a stringency in the 
money market often led to an offloading of government securities and 
harder terms of borrowing for the government. Bentinck was also keen on 
protecting the interests of private enterprise, of which the agency houses 
were the recognized leaders and European indigo planters the actual 
soldiers (or freebooters) in the field.?? Bentinck was instrumental in passing 
the Regulation V of 1830, which ‘deliberately weighted criminal and civil 
procedure in the planters’ favour and against the Bengali raiyats who 
contracted with them to grow the crop’.”’ In defiance of the orders of the 
Court of Directors, his government advanced Rs 50 lakhs to agency houses 
in 1830, after the fall of Palmer & Co., and Rs 30 lakhs in 1833 after the 
collapse of Alexander & Co. and Mackintosh & Co.”* (The loan of 1833 
was given in the face of the opposition of two members of Bentinck’s 
Council, Alexander Ross and Sir Charles Metcalfe. The opposition of the 
Court of Directors was based on grounds of the risk involved rather than 
on any objection to bolstering up private enterprise through government 
action.) When a Governor-General was thus committed to the interests of 
European private enterprise and most senior members of the government 
were both personally and officially concerned in saving whatever they 
could from the holocaust, the bank was unlikely to be really censured for its 
actions. On the day the Bank of Bengal’s reply to Secretary Macnaghten’s 
letter jormally reprimanding the bank for violations of the charter in 
connection with the bankruptcy of Alexander & Co. was dispatched, the 
president, Charles Morley, sought an interview with the Governor- 
General. He intimated that 


the Directors [were] embarrassed as to the proper course of proceeding to be adopted in 
regard to certain indigo factories, which they [had] been under the necessity of taking into 
pledge, to secure advances previously made on personal credit. 


Morley continued: 


To save these properties from being sacrificed by a forced sale, the:Directors would wish to 
keep them in a suitable state of operation, by making advances for cultivation etc. so that 
they may be preserved in their present value, until opportunity offers for sale on fair 
reasonable terms. 

In order, however, to effect this desirable object, the Directors would be under the 
necessity of infringing two rules of the charter, viz. that which prohibits advances being 
made on the security of landed property and that one, which limits the duration of Joan, toa 
period of three months. 


To save the Governor-General public embarrassment Morley was also 
instructed by the other directors to state that 
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should your lordship perceive any irregularity in a formal address to your Lordship in 
Council, on this subject, they [would] be content to incur the responsibility of committing a 
further imfraction of the charter, for the stated purpose, provided your Lordship [would] 
condescend to say, that you do not disapprove of the proposed arrangement. 


Morley reported back to the directors: 


His Lordship observed that the Indigo factories held by the Bank as security for money 
lent, ought not to be sacrificed nor were the Directors to suppose, that the communication 
recently made to them by Government, was intended to interfere with any arrangement, 
which certain previous irregular proceedings, had made expedient and necessary, for the 
recovery of overdue debts. The Bank was in a scrape, and should be allowed to get out of it 
in the best way it could. 

His wish was to let the Bank down as softly as possible in the same way, as he had treated 
certain agency houses. He was of opinion, that the Bank charter required revision: it was 
neither adapted to the circumstances of the country at large, nor even to those of Calcutta. 
That clause of the charter which limited advances to one lac of rupees, he thought absurd: it 
placed the official Directors who had no persona! interest in such proceeding under the 
necessity of compromising their responsibility, by allowing unauthorized advances, which 
might, nevertheless, be judicious and proper. 


He added: 


in the course of conversation, His Lordship obligingly observed, that, the newspaper 
remarks which have recently appeared, respecting the conduct of the Bank Directors, had 
given him a favourable impression of their management. 


To Morley, good indigo factories were a very fair security to back a bill 
seeking discount at the bank, and 
the Bank of Bengal might be compared to a country Bank situated in a poor district of 
England where the security, in point of fact, on which the advances of such a Bank rested, 
was the growing:crop and the agricultural stock and ‘it was not to be compared to a Bank 
situated among a congregation of wealthy capitalists, (as the Bank of England), who had 
abundance of property easily convertible, to support their credit. 


However, pace Morley, no country bank in England had such a close 
relationship with the government of the country nor had any country bank 
to shoulder the responsibility of supporting the credit of the largest port 
and capital ofa subcontinent. 

Bentinck’s leniency towards the agency houses and the Bank of Bengal 
when it got into a serious ‘scrape’ trying to finance Alexander & Co. 
(which turned out to be the least creditworthy of the major agency houses 
judging by the ‘dividend’ paid to the creditors) is well evidenced by the 
exchanges of his government with the Court of Directors over these 
matters and by the minutes recorded by him. Bentinck was over-optimistic 
about the prospects of the agency houses and had an exaggerated sense of 
the government's responsibility towards them. On 15 Apmil 1833, for 
example, he wrote: 


From the statements made to me upon the former occasion, I was left with the impression 
that these houses [Colvin & Co., Cruttenden Mackillop & Co., Fergusson & Co.] are 
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solvent, that their affairs have been prudently conducted, and that the ordinary portion of 
confidence that is necessary to the existence of any house of agency, indeed of the Bank of 
England itself would suffice to carry them safe into port. Upon this feeling, 1 have as an 
individual acted by putting for the first time, a part of my own funds in their possession 
unasked and solely for the sake of the example. Upon the same principle, I think the 
government should put forth its helping hand. Again, I say, amidst these monopolies and 
exclusions, where else is there any capital, or riches, or means of supply? The government 
itself is everything, sovereign, landholder, trader, banker. Playing all these parts it is 
incumbent upon it to do its duty, and in an hour of unexampled calamity to save the 
innocent from ruin. My recommendation then is that such a sum, as will enable these 
houses to carry on their current business to gain time, and to regain confidence should be 
advanced.”* 


Five months later, on 7 September 1833, Bentinck recorded another 
minute on the Bank of Bengal. By then Colvin & Co. had already collapsed 
and Fergusson had been found wanting in the assets the government 
required as security for the proposed loan. Bentinck, it seems, had by now 
become more wary about the modus operandi of the agency houses and 
the influence they exercised on the direction of the Bank of Bengal. He 
wrote: 


When a vacancy in the [Bank] direction occurs some partner in a house of agency 
immediately becomes a candidate with the view, altogether independent of any interest as 
a shareholder, to obtain for his firm the greatest possible amount of accommodation. Upon 
a recent occasion one of the houses attempted to procure the election of the powerful native 
connected with the house, in addition to one of the European members who was already in 
the direction. The attempt was very properly defeated.”® 

To counteract this separate and in some degree adverse interest, three directors are 
appointed by the government. [ blame these officers on the present occasion for not having 
opposed a more firm and decided resistance to those successful attempts to obtain a greater 
portion of relief than was consistent with the security and credit of the bank, and was 
allowed by the provision of the charter. I know, these gentlemen acted with the best 
intentions and that in these times of general danger and distress, the Bank of Bengal like the 
Bank of England under similar circumstances conceived that unprecedented efforts ought 
to be made for the salvation of the community. But I hold them to have taken an erroneous 
view of their duties. Their first obligation was to the bank. They were appointed special 
guardians of its interests and more particularly of the charter ... . 

Nor can | in candour exculpate myself and others our predecessors for the insufficient 
superintendence over the affairs of this most useful and important institution. Clause 20 of 
the charter gives power to the Governor-General in Council to call for the fullest information 
respecting the affairs and transactions of the bank. It is of course due both to the public and 
to the government that this office should be faithfully performed. Of the utility of the Bank 
of Bengal I conceive no second opinion can be entertained. Without the aid which it has 
given to the currency, the vast operations of this great mercantile community and this great 
government could not have been carried on. All the evils that have weighed so severely 
upon the money market by failures and obstruction of credit, have at least been alleviated 
by the existence ofan easy and convenient circulating medium, the credit of which has been 
never for a moment doubted. Neither can it be concealed, that under the diminished 
import of bullion, this artificial support to the currency has been of most salutary operation 
to the whole monied concerns of the country. 

I am therefore of opinion that the conduct of the bank as detailed in their published 
report calls for the intervention of the government. This report is obscure and unsatisfactory 
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both as to the past proceedings and the future prospects of the bank in regard to the amount 
of bills overdue and unpaid.”’ 


Macnaghten’s letter to the,bank had sought to realise just these twin 
objectives—censure and the eliciting of vital information. ‘However, 
Bentinck concluded his minute with this significant statement: ‘It may be 
more prudent perhaps that these strictures should not become unnecessarily 
public, and therefore I have thought it better to record this minute in the 
secret department’.”* 

After Morley had reported to the other directors the substance of his 
conversation with Bentinck the official directors (C. Morley, G.A. Bushby 
and J.A. Dorin) addressed a letter (dated 10 October 1833) to the Governor- 
General in Council, stating that they were anxious to be relieved of such 
cumbrous securities as indigo factories and other real property, but 


found it impossible, owing to the disorganized state of the money market, to sell for cash 
though they [had] received a fair offer, to purchase the whole, in credit; the proposed terms 
being, that the title deeds of the said properties [should] be continued in mortgage to the 
Directors, to whoni the whole produce [should] be consigned, until the claims of the Bank 
be fully satisfied on the condition, that the Directors authorized the necessary outlay from 
the funds of the Bank ... . Adverting to the decidedly improved state of indigo market, also 
to the absence of any considerable efficient demand for the use of the Bank funds, in the 
ordinary way of business, the Directors are about to accept the offer we have mentioned; 
and to arrange for making the requisite advances, to keep the said properties, in a suitable 
state of operation. 

In this measure we fully concur for we think that, a forced sale of such properties, would 
be to insist on a preposterous sacrifice of valuable assets, which we are strongly of opinion 
should be avoided; and that the Directors ought not, by a hasty measure, not rendered 
necessary by the state of the Bank affairs, to proceed now, to a partial satisfaction only of 
their own claims, to the destruction of great resources, when by a little delay, those 
resources would be saved, and made productive to the entire liquidation of the Bank 
claims, without the least immediate risk, or inconvenience, either to the public, or the 
Bank. 

We are aiso of opinion that, when the intention of the Directors, to carry on these 
factories, on account of the Bank, until fair and reasonable offers be tendered for them, shall 
transpire, the desired effect will be produced, and such offers will be promptly made. 

For these reasons, we would recommend that the sanction of your Lordship in Council 
be afforded to the arrangement which we have had the honour to explain, as about to be 
adopted by the Directors of the Bank of Bengal, and which we have deemed it to be our 
duty, to bring to the notice of your Lordship in Council as being a deviation from the strict 
letter of the Bank charter. 


In public the government's attitude was apparently unbendingly 
censorious. W.H. Macnaghten, Secretary to the Government, responded 
thus to the two letters dated 4 auid 10 October 1833: 


In reply, I am desired to observe, that the reasons, assigned in the communication of the 
first mentioned date, are not considered by His Lordship in Council as sufficient to justify 
the deviations from the rules of the Charter which have been noticed. 


However, he provided an escape hatch for the directors in the very next 
(and concluding) paragraph: 
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I am further to acquaint you, that His Lordship in Council must entertain strong objections 
to the arrangement for making additional advances for the purpose of carrying on indigo 
factories, but His Lordship in Council is, at the same time, not prepared to say that a 
sudden change of system should take place, which, instead of retrieving the error, would 
entail great certain loss both upon the Bank and upon individuals; and, therefore, without 
forbidding the measure, His Lordship in Council must leave to the Bank Directors to 
determine, upon their own responsibility, by what means the various interests involved in 
this transaction cau best be rescued from very serious injury; trusting, at the same time, 
that, this crisis having passed, the provisions of the charter may not for the future in any 
instance be infringed. 


6.5 Government directors and European merchants 


The attitude of Lord William Bentinck apart, the government directors 
and the secretary of the bank were then too closely interested in the 
fortunes of the agency houses to pass up any opportunity to salvage them. 
Many of the top civil servants and merchants were blood relations. W.H. 
Macnaghten and Elliot Macnaghten, for example, were brothers.” The 
ramifications of the Prinsep family form probably the best illustration of 
the close family ties subsisting between civil servants, merchants and 
lawyers. H.T. Prinsep, who was Secretary to the Government and was first 
an ordinary government director and then a president of the board, had 
four other brothers who were associated with the Bank of Bengal. James 
Prinsep, when assay master at the Benares mint in 1825, was made an 
agent of the bank for selling government securities. G.A. Prinsep and 
William Prinsep were merchants and directors of the bank at different 
dates. Both of them, but particularly William Prinsep, were associated 
with Dwarkanath Tagore in his business ventures. C.R. Prinsep was a 
solicitor of the Bank of Bengal for a number of years. He later rose to be the 
Advocate-General of the Government of India. 

When George Udny became secretary and treasurer of the Bank of 
Bengal in succession to J.A. Dorin, the former had to give a security bond 
for himself and two sureties to the sum of sicca Rs 50,000, as prescribed by 
the charter. His sureties were James Calder and John Storm, partners of 
the firm of Mackintosh & Co. When-Mackintosh & Co. failed these 
sureties were replaced by others, but they were generally persons who had 
connections with the older agency houses and were partners of the successor 
firms. On 27 February 1834, for example, Udny placed before the directors 
a bond executed by himself, B. Harding and H. (probably Henry) 
Mackenzie, in substitution of the one executed by himself and W.F. Clark 
and W.F. Fergusson. In his memoirs H.T. Prinsep described the very close 
relationship that grew up between young civilians and their seniors in the 
narrow confines of upper class European society in Calcutta, and the 
financial embarrassment caused by this conscious cultivation of useful 
connections: 
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The Council and the other high civil officers at Calcutta were at that time [during the 
administration of Lord Minto] filled by men of Warren Hastings’ day. These were formal 
men, who enjoying good salaries, gave dinners ordinarily once a week to 30 or 40 guests, 
including always a certain proportion of us juniors [junior members of the covenanted civil 
service] ... at their houses we enjoyed the advantage of introduction to all the sdciety of the 
capital .... We kept house and asked our friends in a small way in the same manner as the 
seniors of the service and this style of living which was then the fashion rendered it 
impossible, for the most economically disposed, to avoid incurring some debt. There was 
no difficulty in obtaining money within moderate limits for the rich natives of Calcutta 
almost competed for the patronage of recommending a Sirkar as he was called, i.e. a 
steward who received our salary, kept our accounts, paid the servants and made all our 
purchases. If the salary was insufficient, as was generally the case, the Baboo who had 
recommended the Sirkar, was expected and was always ready to make an advance at a high 
rate of interest ... . We all, however, entered the service with a debt of about Rs 10,000 
(£1,000) to be paid off from future savings.*° 


The Bengal Club was founded in 1827 and practically all top civilians 
and military officials and some leading merchants became its members. 
Metcalfe was the president of the club almost continuously for seven or 
eight years.*' This provided a formal forum for intermixing among top 
decisionmakers and rich European merchants. 

The president of the board of directors, Charles Morley, was deeply 
involved in the affairs of Alexander & Co. and the minute books of the 
bank contain interesting correspondence between Morley and the bank 
regarding the repayment of the former’s debts to the bank.*? Morley wrote 
to the directors on 26 December 1832 (that is, two weeks after the failure of 
Alexander & Co.), giving a statement of his debts: 


‘To the Bank of Bengal Rs 50,000 
Laudable Societies™ aa Rs 50,000 
Natives holding Morley’s notes Rs 1,05,000 
Mackintosh & Co. Rs 5,000 

Estimated balance of his debt to 
Alexander & Co. Rs 50,000 
Rs 2,60,000 


He failed to take up his promissory note for Rs 20,000, granted in favour of 
the late firm of Alexander & Co. and transferred by them to the Bank of 
Bengal (this sull left unexplained another Rs 30,000 of his total debt to the 
bank). Morley had arranged to repay his original debt to Alexander & Co. 
by instalments and had already paid sicca Rs 1,54,000 to them, but when 
Alexander & Co. ran into trouble he had to acknowledge his debt in a 
negotiable form. He proposed to assign to his creditors the whole of his 
income derived from his official salary, reserving for personal expenses 
Rs 1,000 per month. After some demur, the directors accepted his offer on 
28 February 1833. They also agreed to discontinue the charge of interest. 
The bank probably did not recover its full debt from Morley for the 
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statement of doubtful debts at the end of the half-year January-June 1835 
shows the balance due from him as Rs 42,913-10-6, valued at Rs 21] ,873 
only. . 

An idea of the losses sustained by the Bank of Bengal through the 
collapse of agency houses is obtained from the statement of doubtful debts 
prepared at the end of the half-year January-June 1835. According to this 
statement the total amount of loans up to 31 December 1834, due mainly 
to the agency houses that had failed, was Rs 14,24,835-12-3 (but this 
includes the loss of Rs 3,15,509-2-8 caused by the forgeries of Rajkissore 
Dutt). Since Rs 63,205-12-10 had been recovered by June 1835 the balance 
due was Rs 13,51,491-7-10. The valuation of this balance in the beginning 
of July 1835 was put at Rs 2,11,023-13-5. Usually these valuations were 
over- rather than under-estimates. Excluding the losses resulting from the 
Rajkissore Dutt forgeries, and taking this valuation at its face value, the 
loss incurred by the Bank of Bengal on account of the collapse of agency 
houses was of the order of Rs 9 lakhs. (This is probably a conservative 
estimate since large amounts of bad debts had been written off by 1834.) If 
the amounts explicitly mentioned as having been written off between 1830 
and December 1834 were added up this sum would go up to at least Rs 15 
lakhs—see Table 6.1. 


Table 6.1 
Debts written of f by the Bank of Bengal between 1830 and 1833 

Period Doubtful debts written off 
Rs a p 

January-June 1830, not less than 120,000—-0- 0 
July 1830-December 1830 192,339-12— 1 
January 1831-June 1831 33,463— 8- 8 
July 1831-December 1831 41,923—- 6- 7 
July 1832-December 1832 146, 107-—15-10 
January 1833-June 1833 98,066—- 4— 0 
631,900-15— 2 


6.6 Bad debts and Indian debtors : 

Only a part of the loans made by the bank to Alexander & Co. and to 
Cruttenden Mackillop & Co., Fergusson & Co. and Mackintosh & Co. 
could be realized. This was partly because the values of the assets held by 
Alexander & Co. had been inflated in the feverishly speculative atmosphere 
_of the late 1820s, partly because the assets depreciated below their long- 
term values in the depression in real assets and the indigo market imme- 
diately following the fall of the agency houses, and partly because the legal 
assignees of the insolvent firms proved less than co-operative in the 
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moves to realize the claims of the bank. A substantial part of the recoveries 
was in fact made at the expense of the danzans and other Indian associates 
of the insolvent firms. 

In the preceding section we gave an estimate of the losses sustained by 
the bank through the insolvency of the agency houses. Another estimate is 
available from a statement of the bank’s secretary giving the position of 
doubtful debts as on 30 June 1840 (see Table 6.2). Of this fina] sum, the 
secretary hoped to secure only a small proportion from future dividends on 
joint liability estates (i.e. the estates of the four agency houses mentioned 
above, which had jointly pledged their assets just before the failure of 
Alexander & Co.), and from the realization of the ‘Jew’s bills’ and the 
*Mogul’s bills’** which had been recently protested. 


Table 6.2 
Doubtful debts of the Bank of Bengal 1829-40 

Rs ap 
Total amount of doubtful debts 
(between 1829 and 30.6.1840) 18,36,048~15—1 
Realized | 8,11,291— 5-4 
Balance 10,24,757— 9-9 
Provided for, by transfer from profit and loss 
(i.e. written off) 8,45, 101—- 4-4 
Unprovided 1,79,656-— 5-5 


The bank’s losses would almost certainly have been larger but for the 
realization of the assets of the Indian banians of the insolvent houses. 
Reading through the minute books and the High Court records one is 
impressed by the expeditiousness with which the assets of Indians were 
realized and the delays and difficulties which beset the realization of assets 
of defaulting Europeans. 

After the failure of Palmer & Co. the Bank of Bengal filed cases against 
Comlacaunth (Kamalakanta) Doss, his son Sibchunder Doss, Cossinauth 
(Kashinath) Chatterjee, Bissessur Doss, Sumboonauth Mullick, and 
Ruggooram Gossain, all endorsers or co-signatories of notes of Palmer & 
Co. given to the bank. The bank’s attorney reported on 4 May 1831 that in 
the case of Comlacaunth Doss, a _fiert facias** was issued against his effects 
under which considerable landed property, both in and out of Calcutta, 
was sequestered by the Sheriff, whose bailiff was ‘even then on his road to 
Murshidabad to seize a talook in that district’. But no part of the property 
seized was free of claims by other parties. Where the claims were found to 
be bona fide the effects were released but otherwise the bank retained the 
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property. Comlacaunth Doss pleaded that he had no other property from 
which the judgment could be satisfied and Sibchunder Doss, his son, 
pleaded that he had no assets besides those owned by his father, but a 
respectable person was willing to be guarantor for him to the extent of 
Rs 10,000. However, the bank issued a ca. sa.** against Sibchunder Doss 
which the Sheriff had till then been unable to serve. The bank’s attorney, 
Charles Hogg, wanted the writ to be enlarged so as to keep Sibchunder 
Doss within doors and force Comlacaunth to reveal his other assets. 

Comlacaunth Doss wanted a settlement under which ke would gradually 
pay off the sums given in judgment against him and also get back the notes 
so that he could recover part of the sum from Palmer & Co. or Ruggooram 
Gossain (the danian of Palmer & Co.). But the directors did not accede to 
his terms. The khazanchee recommended that nothing should be done in 
the courts until the seizure of Comlacaunth Doss’s Midnapore zamindan 
which the khazanchee believed to be very valuable. 

On 29 June 1831 G. Udny, the Bank of Bengal’s secretary, enquired of 
the Collector of 24-Parganas whether there were any lands within his 
district registered in the names of Sibchunder Doss, Comlacaunth Doss or 
Guiganarain Doss, the father of Comlacaunth. On 6 July 1831 the Col- 
lector, T. Plowden, wrote back that Comlacaunth Doss owned an estate at » 
Dihi Titaghur, Pargana Calcutta, measuring 1084 bighas 2 cottahs and with 
a government jumma of sicca Rs 1,161-6-10. 

A ca: sa: was also issued under the judgment obtained by the Bank of 
Bengal against Cossinauth Chatterjee who, like Sibchunder Doss, managed 
to avoid arrest by hiding until the date of Hogg’s letter. Hcgg wanted the 
writ to be enlarged from time to time in his case also. In the action against 
Bissessur Doss a _ftert_facias was first issued, then a venditiont exponas,*” under 
which a house, the only property, was seized and sold for Rs 500; then a 
ca.sa. was taken out against his person, which was still to be served on 2 
May 1831. Bissessur Doss, a jeweller, was sent to jail on the petition of 
another of his creditors, Hudson. Doss settled with Hudson by promising 
to pay Rs 16 every month if he was let out of jail so that he could carry ona 
trade. He applied to the Bank of Bengal on 29 June 1836 for a settlement 
on the basis of a payment of a monthly instalment of Rs 50 (the balance of 
his debt to the bank was Rs 5,154). The bank accepted the offer. However, 
he was confined in jail for a further two months and, on |] August 1836, 
applied for a postponement of his instalments by eight months. The bank 
refused to accede to his request; he pleaded again in vain for similar terms 
on 24 August 1836. 


6.7 European debtors and the Insolvent Debtors Act 


In contrast to the speed and harshness with which the Bank of Bengal 
dealt with its Indian debtors, who had become entangled mainly because 
of the failure of their nominal principals, the bank showed a great deal of 
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consideration to the European principals themselves. Potential European 
insolvents operating in the presidency towns of Calcutta, Bombay and 
Madras had been granted,almost complete immunity from the cruel 
provisions of the usual British laws relating to bankruptcy by the Relief of 
Insolvent Debtors in the East Indies Act (9. G. 4.c.73) passed by the 
British Parliament on 19 July 1828. It would almost appear that the Act 
was passed just at that time in anticipation of many European businessmen 
going bankrupt in the near future. Even before the Act the condition of 
European debtors languishing in jails had stimulated some philanthropic 
activity on the part of their more fortunate brethren.** Bishop Heber had 
commented in 1824 on the desperate condition of European adventurers 
who had fallen on bad times and the European poor in general.*° The Act 
of 1828, applicable to the three presidency towns, was based on an earlier 
British law for the relief of insolvent debtors in Britain, but was more 
liberal in its treatment of insolvent debtors than its British counterpart. 

In theory, this law applied equally to both British citizens and the East 
Indian subjects of the Crown. But several provisions, such as the produc- 
tion of the London Gazette containing notice of insolvency of the debtor 
involved (section 21 of the 1828 Act) as sufficient proof of insolvency, the 
barring of any Indian creditor apart from the petitioning creditor from the 
-choice of the assignee (section 18 of the 1828 Act), definitely discriminated 
against Indians as debtors or creditors. Under the Act, courts were set up 
in Calcutta, Bombay and Madras for the relief of insolvent debtors. 
Creditors could file a petition to declare a debtor as insolvent and assign 
the estate of the debtor to an assignee for final settlement of claims. 
Alternatively, the debtor himself could petition the court to have him 
declared as insolvent, to appoint an assignee to whom he would hand over 
his assets and liabilities and finally have him discharged from all obliga- 
tions. The court could authorize the retention of certain personal effects by 
the insolvent debtor. 

In practice, it was only Europeans and only a few Indians who were in 
close touch with Europeans who could take advantage of the Act. The 
practising lawyers were generally Europeans, closely connected in various 
ways with European businessmen and officials. The courts and the 
European creditors almost invariably chose other Europeans as assignees. 
These assignees were again generally closely connected with the in- 
solvent European debtors. European businessmen took good care, before 
stopping payment, to protect much of their personal wealth by forming 
trusts for their wives, daughters, brothers, relations or other friends. The 
partners of one firm often acted as trustees for partners or relations of 
partners of other firms.“ The machinations of the European merchants 
could extend so far that Nathaniel Alexander, a senior partner of the 
bankrupt firm of Alexander & Co., got himself appointed as secretary to 
the assignees of Alexander & Co.*' The argument was that the debtors 
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themselves knew best the affairs of their own firms, particularly when they 
concerned such awkward assets as indigo factories. 

Notwithstanding these advantages many European debtors evaded 
their creditors completely by going away to Britain or China. Thus John 
Storm, a partner of Mackintosh & Co., absconded to Britain and John 
Calder Stewart, another partner, absconded to China after the failure of 
their firm. However, they normally had their interests in Calcutta looked 
after by their attorneys or other representatives. Indians could not evade 
their creditors so successfully. Their alternative was to move to the districts 
or otherwise hide themselves. Thus Connyloll Burral and Kissenmohun 
Burral absconded to Chinsurah (Chuchura) and managev to get them- 
selves discharged as insolvent debtors. 

The only Indian in whose case the Bank of Bengal displayed some 
leniency in exacting its pound of flesh was Ruggooram Gossain, banian of 
Palmer & Co. and one of the partners of the Calcutta Bank.*? One reason 
for this was almost certainly the fact that as a resident of Serampore 
(Srirampur), which was until 1845 a Danish settlement, he was immune to 
arrest unless he ventured onto British territory. Some British officials and 
businessmen may also have uscd his Danish connection to evade the 
Company’s restrictions on trade by its servants or by British subjects. 
After the failure of Palmer & Co. an indemnity bond was prepared for 
Gossain at the instance of Holt Mackenzie. Later on, J.C.C. Sutherland 
(then a partner of Alexander & Co.) pleaded to the directors on Gossain’s 
behalf, so that the latter was given time to carry on his business, realize his 
assets and pay off the bank’s instalments. Gossain’s debt to the bank at the 
end ol October 1831 was Rs 1,65,461-4-0 with accumulating interest from 
the beginning of 1830. The sureties were to be Agabeg & Co. and Cockerell 
& Co., and the rate of interest was fixed at 5 per cent per annum. 
In October 1831 Gossain wanted the second surety to be Rustomjee 
Cowasjee® instead of Cockerell & Co. According to the bank’s secretary, 
Agabeg & Co. was hardly worth more than Rs 60,000 and Cowasjee was a 
merchant ‘standing quitc sole’ and already under engagement to the bank, 
on simple personal security, amounting to Rs 4,05,000. The directors 
wanted Cockerell & Co. to be retained as Gossain’s surety along with 
Agabeg & Co. Gossain ultimately paid off his debt ta the bank. 

Most of the partners of the bankrupt agency houses easily obtained their 
discharge from the Court for Relief of Insolvent Debtors, and a large 
number of them soon went into business again. James Young, a partner of 
Alexander & Co. which failed in 1832, was secretary to the Union Bank by 
1834 and the Sheriff of Calcutta in 1838. William Prinsep and George 
-Prinsep, partners of Palmer & Co., set up in business again, William 
Prinsep becoming a partner of Carr Tagore & Co. George Prinsep carried 
on with his efforts to develop a salt manufacturing company on a large 
scale, partly under government patronage, until his sud¢en death in 
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1839. An amendment to the insolvency Act of 1828 was passed by the 
British Parliament in 1834 (2.W.4. c.43), and this made it still easier for 
insolvents to obtain their discharge. Under the earlier Act the courts had 
the discretion to discharge an insolvent within a period of five years from 
his application. Under the new Act the insolvent could petition the court 
for his discharge after three months, and any creditor who failed to object 
within fourteen months was deemed to have assented to his discharge. 

The laxity of the laws, and even more the looseness in their implementa- 
tion against European debtors, made it very easy for the debtors to evade 
their obligations. In an anonymous article on the commercial morality of 
Calcutta published in 1848* it was alleged: 


It is little for an insolvent to include in his schedule a sum due by a breach of trust; it is little 

. for such an insolvent to pass the ordeal of the Insolvent Court without a single inquiry, and 
to drive away from its doors in his carriage, to renew with undiminished boldness, and 
without any rebuke from the society in which he has mixed, his old course of extravagance 
and speculation. 


Some of the Europeans managed the feat of being discharged as insolvents 
twice within a space of ten years or so. Thus W.F. Fergusson, who was a 
partner in the firm of Fergusson & Co. which failed in 1833, set up another 
firm under the style of Fergusson Brothers which crashed in 1842. 

. These escapades of the insolvent debtors were made possible through 
the indulgence and collusion of the official assignees. It was openly alleged 
in the article on commercial! morality referred to above that two assignees, 
viz. I. Holroyd and E. Macnaghten, had made their fortunes very rapidly 
out of their commissions. 

The procedures adopted by the assignees.and the general liquidity crisis 
immediately following the failure of Alexander & Co. made it very difficult 
for the Bank of Bengal to realize its debts from that house. The bank had 
first to make advances to W.C. Hurry and F.W. Burkinyoung, the assignees 
of Alexander & Co., to enable them to carry on indigo cultivation and 
manufacture. The assignees tried deliberately to so phrase the agreements 
that the bank’s lien on the indigo concerns arising out of the fresh advances 
was eliminated or weakened. The general hopelessness of recovering the 
debts through the management of the assignees is well reflected in the 
statement of receipts and disbursements of the estate of Alexander & Co. 
for October and November 1835 (see Statement 6.1). This shows that 
establishment and law charges alone absorbed more than Rs 10,000 a 
month, leaving very little surplus for distribution to creditors. The assignees 
in effect set up in business with the assets of the creditors of the defaulting 
firms, and obtained further credit on the basis of those advances. The bank 
was deprived of any share in the sale proceeds of Moran and Hill’s indigo 
factory (which belonged to the estate of Alexander & Co.) by a legal 
trickery. 
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Statement 6.1] 
Receipts and disbursements of the estate of Alexander & Co,, October and November 1835 
(in Sicca Rs a p) 


Receipts 


Rs a p 


Cash balance as on 30 September 

1835 4119-10-11 
Sale of indigo factory 3,500- 0- 0 
Raneegunge colliery 30,262-15- 6 
Rents of landed property 736- 8 7 
Net receipts from the 
Union Bank 

Remittance trom debtor 
constitutents 

Interest on government 
paper 

Loan for indigo advances 


629- 3- 0 


95, 494-14- 2 


b0- O- 0 
31,000- G 0 


Disbursements 


Rs a op 


Advances for the manu- 
facture of indigo 
Raneegunge colliery 
Peergunge saltpetre concern 
Law charges 


[31,537- (+ 0 
8.579% 810 
120 Oe 0) 

lbg73- 2- 9 


Office establishment D.1S3- de 0 
[Incidental charges 290-12- 6 
Assessments, ground rent, 

durwans wages, etc. for 

landed property 297- 5 8 
Relund to creditors of sums 

realised since the failure 1278-15- 0 


Cash in hand 2 133- 4 2 


ES ES ET 


1,65,803- + 2 1.65,803- + 2° 


ee ee 


SOURCE Records of the Court for Relief of Insolvent Debtors in the Calcutta High Court. 


In 183+ the bank raised questions in the Court regarding the procedure 
for the sale of two indigo factories—one at Antpara and another at 
Neeschunderpore—by the assignees of Alexander & Co. and their secretary, 
Nathaniel Alexander. A Mr. Saupin, who had a share in the management 
of these factories, made an offer of Rs 15,000 for them, which the Bank of 
Bengal turned down. Then two other men, Greig and Donaldson, made an 
offer of Rs 20,000 for these two concerns, but the actual transaction was 
postponed till an offer could be made for a whole complex of concerns of 
which Antpara and Neeschunderpore formed a part. In the meantime 
Saupin managed to buy a one-third share in the Neeschunderpore factory. 
He then dissuaded Greig from making an ofler tor these concerns and 
persuaded Alexander Rogers of Hamilton & Co., who was a friend of his, 
to buy Neeschunderpore for Rs 10,000. Saupin, formally an employee of 
the assignees, also sold Antpara on their behalf for Rs 5,000. ‘Through 
these manoeuvres the bank was presented with a fait accomplt—two factories 
sold for Rs 15,000 instead of the Rs 20,000 offered by Greig and 
Donaldson.** The assignees of the estates of the three houses which had 
assumed joint liability for Alexander & Co.’s debts took legal action to 
evade the claims of the bank on them. It was only in April 1837 that the 
assignees of the three estates admitted these claims. H. Leighton, the 
assignee (or lawyer ?) of one of the estates, wrote a note to Udny on 4 April 
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1837: “The three estates admit your claims. We succumb in a body’. 
However, before the bank could realize any of its debts it had first to take a 
note of the assignees at 3 months’ date for the dividend due from them at 8 
per cent interest dating from | March 1837. Then a dilatory process very 
similar to that which had occurred in respect of the estates of Alexander & 
Co. started again. 

Given such questionable procedures and the intimate linking of the 
interests of the Europeans, the bank was in no position to recover the true 
value of the assets of the defaulting firms. A large part of the debts was 
recovered at the expense of men such as Comlacaunth Doss, banian of 
Palmer & Co., Connyloll and Kissenmohun Burral, banians of Alexander 
& CGo., Ruggooram Gossain, banian of Palmer & Co., and Radhakrishna 
Mitter, banian of Fergusson & Co.47 With the exception of Ruggooram 
Csossain and Radhakrishna Mitter, most other Indian merchants who had 
acted as long-term associates of the defaulting firms never again entered 
the business world in a big way—in striking contrast to the Europeans. 


NOTES 


1. Note by H.T. Prinsep, Acting Secretary to Territorial Department, 9 March 1827, 
IOR, Financial Letters and Enclosures Received, 1826-27, vol. 18. 

2. The wry comment of Henry Lee, the American businessman trading with Calcutta in 
the early part of the nineteenth century, is extremely apt as regards the attitude of 
British businessmen towards trade and investment in Bengal. ‘The merchants of 
England, though they ... discovered so great a desire to have the trade open to them, do 
not seem inclined to engage in it’. See the letter from H. Lee, Calcutta, May 8-27, 1815, 
to Francis Lee, Boston, in Porter: The Jacksons and the Lees, vol. 2, p. 1140. 

3. On the eflects of the commercial crisis in England see Andreades: History of the Bank of 
England, pp. 248-55; and ‘Tripathi: Trade and Finance, pp. 160-65. See also Clapham: 
The Bank of England, chapter I1. 

4. See the letter of the Court of Directors to the Governor-General in Council, 2 April 
1828, as reproduced in Appendix to Report from Select Committee on East India Company 
Affairs with Appendix (1831-32), being vol. V of the Irish Universities Press reprints 
series of British Parliamentary papers, p. 287. The fall of the indigo agencies apparently 
aggravated the depressive effect on the whole of upper India caused by the decline in 
cotton manufacture. See Asiya Siddiqi: Agrarian Change in a Northern Indian State: Uttar 
Pradesh, 1819-1833 (Oxford, Clarendon Press, 1919), chapter 5. 

5. See the letter from J.G. Ravenshaw to Lord William Bentinck dated 3 March 1828 in 
C.H. Philips (ed.): The Correspondence of Lord William Cavendish Bentinck. vol. 1 (London, 
@xford University Press, 1937); pp. 15-16; Crawfurd: A Sketch of the Commercial 
Resources and Monetary and Mercantile System of British India, chapter V. 

6. For an extensive treatment of the problem of financing the production and trade of 


11. 


12. 


18. 
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indigo and the involvement of the Bengal economy atte: 1820 with indigo see Chowdhury: 
Growth of Commercial Agriculture in Bengal, vol. 1, pp. 80-120. 


. See Wilson: Review of the External Commerce of Bengal, specially pp. 47-50; and chapter 5 


above. 


. Prinsep: Remarks on the External Commerce and Exchanges of Bengal, pp. 88-95. 
. According to Holt Mackenzie, by the end of 1826 the government had borrowed, on 


account of expenditures attendant: on the Burma war, six crores of rupees, exclusive of 
the special loans exacted from the Oudh king and other sources. Nole on the Honourable 
Court’s dispatch of the 6th September 1826, by Holt Mackenzie, IOR, L/F/3/19. 


. See H. Wood, Accountant-General, to H.T, Prinsep, Secretary to Government, 26 


December 1826 in National Archives of India, Financial Proceedings of the Government 
of Bengal (Fort William), 11 January 1827, No. 2. 

National Archives of India, Financial Proceedings of the Government of Bengal, 31 
May 1827, No. 12. 

See the excerpts dated 8 February and 12 February 1827 in Das Gupta (ed.): The Days 
of John Company, pp. 204-05. 


. Newnham, Superintendent of Resources in the Western Provinces, observed, in a 


letter dated 15 February 1827: ‘So much do the natives feel injured by the insecurity 
which appears to follow from the nature of the laws, that all dealings with the 
Europeans have by general compact, ceased throughout the country. In a moment of 
irritation feelings run high, and I have heard from several merchants that there was for 
some time resolution formed not to negotiate Government bills. 1 have tried to pacify « 
men’s minds ... still the injury sustained is great, for shroffs of the first character and 
hitherto of the most extensive wealth have suffered so severely that many have openly 
admitted the contraction of their funds by postponing for a short time the payment of 
bills drawn on them. This act, in any other time, would be bankruptcy, but the 
difficulties of the time press so much on all that necessity obliged a degree of forbearance 
hitherto unknown ... . The native community has generally exhibited a consideration 
which was not to have been expected. In ceasing to engage in further transactions, they 
have commonly forborne to enforce by judicial process the repayment of advances 
already made and have lost heavily by the Calcutta European Houses taking advantage 
of the delay and pursuing the opposite line of conduct’. Financial Department Pro- 
ceedings, Government of Bengal, 27 April 1827, No. 2, quoted in Chowdhury: Growth 
of Commercial Agriculture in Bengal, pp. 92-93. 


. Tripathi: Trade and Finance, p. 170. 

. These two firms were Alexander & Co. and Fergusson & Co. See Alexander's East India 
Magazine & Colonial & Commercial Journal, vol. V, JanuaryzJune 1833. 

. Letter of the Court of Directors on policy towards the Agency houses (dated 20 July 


1831) in Philips: Correspondence of Bentinck, vol. 1, pp. 660-61. 


. Bentinck’s minute on the Bank of Bengal affairs, dated 17 September 1833, reprinted 


in, Philips: Correspondence of Bentinck, vol. 11, pp. 1110-13. This is probably a misprint 
for 7 September. The latter is given in National Archives of India, Financial Department 
minute dated 7.9.1833, New Delhi. A letter from W.H. Macnaghten dated 13 September 
1833 to the directors of the bank was read at a meeting of the board on 19 September 
1833, and the reply to be sent was discussed in the next meeting, viz. 26 September 
1833. 

The directors are clearly guilty of prevarication here. The charter prohibited any loan 
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19. 


20. 


21. 


on simple personal security and it prohibited loans in excess of Rs | lakh to any 
individual except in cases of loans on deposit (see Bentinck’s minute dated 17 September 
1833, referred to earlier). The question of granting loans on simple personal security 
had been raised by Bianey Darby & Co. in 1821, and has been discussed in Chapter 5. 
Was the prospect held out reasonable? No. The indigo market was collapsing, t.: real 
estate market in Calcutta was dull and there would be great difficulty in disposing of 
the indigo factories even after the Bank of Bengal had established its legal claims in the 
face of deliberate attempts at concealment of titles. See in this connection. ‘Commercial 
Morality and Commercial Prospects .....’, Calcutta Review, vol. 1X, January-June,1848. 
Contrary to the impression conveyed at the time, Alexander & Co. paid only 6 per cent 
of its liabilities, whereas Palmer & Co. paid 30 per cent and Fergusson & Co. paid 3642 
per cent. Alexander & Co. also failed for the largest amount—Rs 4 crores. 


In addition to the violations of the charter of 1823, the abnormally high value of private 
acceptances in the bank’s portfolio alarmed concerned observers in Calcutta ind 
London regarding the solvency of agency houses and the soundness of the Bank of 
Bengal’s policy. J.G. Ravenshaw, a director of the East India Company from 1819 to 
1840, wrote to Bentinck from London on 11 April 1833: °... what has frightened more 
than anything is your bank transactions; more advanced on private bills—which for a 
great part are accommodation bills I presume—than the whole capital of the bank, and 
an unusually large amount of its notes in your treasury. I never thought Alexander’s 
house could stand after it was known that they could give you no better security than a 
coal mine, some houses and indigo works, as security for the money you lent them. The 
house here had refused to accept the bills of the Calcutta house—about 6 weeks or two 
months before we heard of the failure of the latter’. Philips: Correspondence of Bentinck, 
vol. II, p. 1040. So the rumour was quite well-founded after all. 

One of the most exalted victims of the fall of the agency houses was Lord Combermere, 
Commander-in-Chief of the British Indian Army, |825-30, and conqueror.of Bharatpur. 
He is reported to have lost the whole of his Bharatpur prize money, amounting to 
£60,000, by depositing it with Alexander & Co. and failing to withdraw it in time. See 
H.R. Panckridge and R.I. Macalpine: The Bengal Club 1827-1930, (Calcutta, Bengal 
Club, 1930), p. 22. Sir Charles Metcalfe, at the time the senior member of the 
Governor-General’s Council, lost between £ 6,000 and £ 7,000 as a result of the failure 
of Palmer & Co. He also agreed to act as an honorary assignee for the creditors of 
Palmer & Co., but was ordered by the Court of Directors to withdraw. See E. 
Thompson: The Life of Charles, Lord Metcalfe (London, Faber and Faber, 1937) chapter 
XV 


. On the dominant position of the agency houses in the areas of indigo production and 


export, shipping, and fledgling manufacturing enterprises see Tripathi: Trade and 
Finance, pp. 187-88. 


3. Rosselli: Lord William Bentinck, p. 281. 

. Tripathi: Trade and Finance, pp. 187-89, and 196. 

. Philips: Correspondence of Bentinck, vol. 11, p. 1047. 

. From references in the minute books and in a contemporary newspaper (Sumachar 


Darpan, dated Saturday, 25 May, 1833) it appears that ‘the powerful native’ referred to 
is-‘Russomoy Dutt. Dutt was associated with Cruttenden Mackillop & Co. which was 
represented in the direction, as alleged by Bentinck, in the person of James Cullen. In 
the minute book a letter of Russomoy Dutt is recorded, alleging that bank officials had 


33. 


34. 


35. 
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37. 


38. 
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canvassed against his candidature. Dwarkanath Tagore confirmed that Henderson 
had written to him after he had cast his vote for Dutt. Dutt had also mentioned 
Radhakrishna Bysak’s name, but Bysak, according to Dutt, was unable to state 
anything publicly because of his position (he was khazanchee of the General Treasury 
in Calcutta). 


. Philips: Correspondence of Bentinck, 11, pp. 1111-12. 

. Lbid., p. 1113. 

. See Buckland: Dictionary of Indian Biography, entry on-Elliot Miacnaghien 

. TOR, Mss. Eur. C.97, Three Generatons in India, vol. 1, chapter U1, 1809-13. 

. Panckridge and Macalpine: The Bengal Club. 

. [tis interesting to note that H.T. Prinsep, who was Secretary to the Government of 
India at the time, mentions Charles Morley as his ‘chum’. They entered the College of | 


Fort William in the year, 1809. See S.K. Das: Sahtbs and Munshis: An Account of the 
College of Fort William (New Delhi, Orion Publications, 1937), p. 138. See, in this 
connecuon, Prinsep’s description of how civilians almost inevitably fell into a debt 
trap. 

‘Laudable societies’ were insurance societies, generally formed on the basis of partner- 
ships between leading European merchants. But Indians were often included as 
partners. 
The ‘Mogul’ merchants of Calcutta or Bombay may or may not have been Mughals 
in their ethnic origin. They were generally Muslim merchants trading with the 
Middle East, and some of them were quite wealthy. See Sinha: Calcutta in Urban 
History, Appendix VIII; and N. Benjamin: ‘Arab merchants of Bombay and Surat (c. 
1800-1840)", The Indian Economic and Social History Review, January-March 1976. 
‘Cause to be made’: a writ of execution directing the sheriff to whom it is addressed to 
levy from the goods and chattels of the debtor a sun equal to the amount of a judgment 
debt and interest. The sheriff makes a seizure and institutes a sale by auction. J. Burke 
(ed ) Osborne's Concise Law Dictionary, (London, Sweet & Maxwell, 1979) p. 146. 

Ca. Sa. is an abbreviation for capias ad satisfactendum which, accordingly to Osborne’s 
Concise Law Dictionary, p. 63, means ‘a writ for the arrest of the defendant in a civil 
action when judgment had been recovered against him for a sum of money and had not 
been satisfied.’ 

‘(That you expose for sale] when a writ of fier’ facias has been issued and the sheriff 
returns that he has taken goods, but that they may remain in his hands for want of 
buyers, this writ may be sued out to compel a sale of the goods for any price they will 
fetch.” Osbome’s Concise Law Dictonary, p. 339. 

Sec in this connection, W.H. Carey: The Good Old Days of Honorable John Company, vol. 11 
(Calcutta, R. Cambray & Co., 1907), chapter XV, and D. S. Chopra: Muila on the Law 
of Insolvency in India (3rd edition, Bombay, N.M. Tripathi, 1937), chapter 1. For the 
history of British laws relating to bankruptcy see W.S. Holdsworth: A History of English 
Law, vol. VIII (London, Methuen, 1925), chapter IV. The Act of 1828 for the Relief of 
Insolvent Debtors in the East Indies was prepared by the Court of Directors and the 
Board of Control, and passed without any debate by the Britislr Parliament on 19 July 
1828. However, there was a reference to it in a speech by Cuthbert Fergusson in the 
House of Commons delivered on 25 March 1828. Fergusson was concerned about the 
threat to credit and property posed by the conflicting opinions of judges of the Supreme 
Court in Calcutta, one or two of whom had held that property regarded as dower could 
not be brought into account for settling debts or administering trusts. In conclusion, 


1937 


158° / The Evolution of the State Bank of India 1806-60 


39. 


Fergusson also welcomed the bill to provide relief to debtors who had no property to 
surrender and yet languished in jail. The Act passed was in line with similar legislation 
in England but was much more liberal to debtors and left many loopholes through 
which wily debtors could slip with much of their dishonestly acquired gains. 
See The Parliamentary Debates (published under the superintendence of T.C. Hansard), 
vol. XVIII (London, 1828), pp. 1339-42. 

R. Heber: Narrative of a Journey through the Upper Provinces of India, from Calcutta to Bombay, 
1824~25, vol. 1 (third edition, London, John Murray, 1828), pp. 57-58. 


. See, for example, the statement of the estate of George Ballard and James Young, 


partners of Alexander & Co., and of William Prinsep and G.A. Prinsep, both partners 
of Palmer & Co., in the Calcutta High Court records concerning the relief of insolvent 
debtors. 


. The Calcutta Monthly Journal, 1833. 
. Raghabram Goswami, as mentioned in Bandyopadhyay: Sangbadpatrey Sekaler Katha, 


vol. I, p. 275, was a zamindar and an elder brother of Ruggooram Gossain. 


. Brother of Framjee Cowasjee Banaji of Bombay. — 
. See Kling: Partner in Empire, pp. 78-82, 130-32, 136-37. 
. ‘Commercial mortality and commercial prospects etc.’, Calcutta Review, vol. IX, 


January-June 1848. 


. See the Calcutta Monthly Journal, December 1834. 
. The Calcutta Monthly Journal, July 1838. 


Chapter 7 


The Bank of Bengal 1835-1855 


7.1 The tightening of London's grip on the Indian economy 

The closing year of Bentinck’s Governor-Generalship and the legal 
unification of the metallic currency in the Company’s territories through 
the introduction of the Company’s rupee—1835—forms a convenient 
beginning point of the next stage of the story of the Bank of Bengal. 
Similarly, 1860 forms a convenient terminal point for this part of the story. 
On 25 December 1859 Wilson wrote his minute on the introduction of a 
government paper currency and the proposal was put into effect in 1861, 
the year in which the three Presidency Banks lost their right of note issue. 
In 1860 George Dickson assumed charge as the secretary of the Bank of - 
Benga!. and set it firmly on the path of its expansion into all the upper 
provinces of India and into Burma. However, the years 1855 to 1858 were 
so full of controversies, and were so characterized by a stringency in the 
credit market, that we have decided to devote a separate chapter (Chapter 
11) to it. 

Between 1835 and 1850 the history of India, from the point of view of the 
Bank of Bengal, was in some ways much more chequered than in the 
preceding years. The immediate repercussions of the collapse of the major 
agency houses were sorted out by 1836 or so, and the Bank of Bengal 
doubled its capital between 1835 and 1839. But the 1840s saw a further 
series of failures of major European firms based in Calcutta, and the fall of 
the Union Bank. These had the effect, for a time, of leaving the Bank of 
Bengal in sole possession of the field of joint-stock banking in Calcutta, 
and a few surviving European firms ‘in virtually exclusive control of the 
direction of that bank. In this situation government directors often found 
themselves at loggerheads with the commercial directors, and the Bank of 
Bengal as a whole came into conflict with the Government of India over 
major and minor policy decisions. 

The political and social history of India was extremely turbulent during 
these years. The famed Pax Britannica was as yet a myth, at least in India. 
The bungling of Lord Auckland and his advisers led to the first Anglo- 
Afghan war, in which the British ultimately won a rather insecure victory 
at an enormous cost to the Indian exchequer. The 1830s saw the exploration 
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of the Indus valley by Henry Pottinger and Alexander Burnes—an explo- 
ration which led directly to the seizure of Sind by the British. The death of 
Maharaja Ranjit Singh and fhe resulting disunity among the chieftains 
and governors of Punjab allowed the British to engage in the two Anglo- 
Sikh wars and conquer Punjab. In 1853 the British acquired Rangoon and 
Pegu by forcing a war on the Burmans at the instigation of British 
merchants trading in Rangoon. Under the annexation policy of Lord 
Dalhousie the territories of the Raja of Nagpur, the Nawab of Awadh and 
several other ‘subsidiary allies’ of the British were brought under direct 
British rule. In 1857 the great Mutiny of the Indian troops of the Company, 
in alhance with the peasants and landlords of the territory from Delhi to 
Patna, broke out, and for a time it looked as if the British would be driven 
out of northern India altogether. This first ‘War of Independence’ by the 
Indian people was, however, lost and the British Government made the 
vanquished people pay dearly, both in lives and in money through the 
enormous governmental debt accumulated for financing the operations. - 
The year 1858 witnessed the final elimination of the East India Company 
aS an intermediary between the Government of India and the British 
Parliament. By an Act passed in 1861 the right of note issue of the 
Presidency Banks was abolished, and the Government of India assumed 
the sole power of issuing paper currency within the territories of British 
India. 

Side by side with the drive to bring the whole of the subcontinent of 
India under Bnitish rule went an attempt to integrate the conquered 
territenes within a uniform fiscal and monetary system. The period also 
witnessed some rudimentary development of the infrastructure of British 
India in the form of irrigation (and navigation) canals, roads, steamboats 
and, most important of all, railways. Steamboats and telegraphs also 
linked India much more firmly to the rest of the world, in particular to 
Britain, so that it became much easier to control India’s administration 
and her economic and financial system from London, Manchester and 
other seats of political and economic power in Britain.' 

These ‘modernizing’ developments took place against a background of 
{frequent crop failures and famines in many parts of the country, a further 
acceleration of the process of deindustrialization which had set in with the 
end of the Napoleonic wars in Europe, and the virtual elimination of 
Indian capitalists from the arena of external trade in Bengal (and very 
probably Madras—although our information about that region is as yet 
sadly incomplete). This industrial prostration and decimation of the 
indigenous capitalist strata made ‘modernization’ of the kind demanded 
by British manufacturing and financial interests much easier to accomplish. 

At the bottom of the pile of these imperial hordes of conquest and 
modernization lay, of course, the peasants and handicraftsmen all over 
India. Their poverty and the exploitative structure built on their labour 
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were reflected, inéer alia, in the high rates of interest charged on loans taken 
by them all over the country. Leading East India merchants and top 
officials of the Government of India—especially those who had had a close 
connection with the Finance Department and the Bank of Bengal—were 
aware of this submerged structure of credit relations supporting and at the 
same time constraining the facade of modern banking. ‘This was clearly 
shown by the evidence before the Parliamentary Committees which went 
into the question of the renewal of the charter of the Company in 1833. 

Holt Mackenzie, for example, pointed out in his evidence that the limits 
on the growth of modern banking or on the degree to which organized 
banking could encourage trade in India far transcended the usual problems 
that were supposed to inhere in the monopolistic nature of the Company’s 
trade with China before 1833, or in the fragmented nature of the Indian 
currency.” He thought that ‘without a reform of the system of taxation and 
a better administration of justice’, ‘the progress of prosperity’ among the 
Indians could not be very great. So long as the government taxed away a 
half (and sometimes even more than a half) of the gross produce of the 
land, people could not be prosperous or have an extensive commercial 
intercourse. This high rate of taxation also interfered with the rate at 
which cultivators could borrow money. 

There, were, of course, landlords or zamindars interposed between the 
cultivators and the government who retained a part of the rent. But these 
zamindars, according to Mackenzie, were not saving men. Productive 
saving being essential for commercial prosperity banking could not flourish. 
Landlerds who accumulated capital usually buried it in their own land. 
Their distrust of anything European was so great that there was no other 
place wherc they felt disposed to deposit their wealth. 

Holt Mackenzie’s evidence of 1831-32 was in many ways a development 
of the views propounded in an unsigned ‘Note on the Hon’ble Court’s 
Dispatch of the 6th September 1826’,? which was almost certainly prepared 
by Mackenzie himself or under his direction in reply to certain queries of 
the Court of Directors on the revision of the charter of the Bank of Bengal 
in 1822-23. 

In para 27 of that Note the author stressed the faith Indians (presumably 
the wealthy) had in the security of Bank of Bengal’s notes rather than 
bullion (because they could not be stolen), the generally peaceful nature of 
the country, and the political importance of getting the Indians accustomed 


to the use of obligations implying a confidence in the stability and good faith of the 
government (for in their eyes the Bengal Bank [was] of course a Government concern as it 
might perhaps be rendered without any sacrifice of utility). 


However, in the next para he.continued: 


On the whole I must profess my belief that as it will possibly be long before the condition 
of the country will admit of extensive banking concerns on European principles nothing 
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can be better calculated to improve and enrich it than such establishments. For beyond the 
narrow sphere of European commerce it is the misery of India that its wealth is, generally 
speaking, frittered away into portions too minute to be available for extended commercial 
enterprises so that its actual capital scarcely exceeds the amount which its bankers and 
merchants have themselves acquired and that there is no general system of credit by which 
the petty loans of individuals might be drawn.into congregated masses. And I trust the 
Hon’ble Court will very deliberately weigh the facts stated in justification of any suggestions 
adverse to such establishments before they implicitly adopt them. The ‘constant liability to 
internal commotion’ will then I conceive be found to be but one of those vague and general 
assertions which have operated so powerfully to repress improvement and to keep ‘the 
people of India poor, ignorant, and wretched, although subject to.a Government which in 
all its branches in England or in India may probably boldly claim comparison for 
benevolence of design, with any rulers to whom sovereign power has ever been confided. 


The high rates of interest paid by actual cultivators were stressed by 
several other witnesses during the Parliamentary enquiries of 1831-32 and 
at later enquiries. R. Montgomery Martin, for example, stated in 1840, 
that an interest rate of 75 per cent per year was paid for advances for 
cultivating sugarcane, and in other cases the rate of interest varied from 
one to two per cent per month. But he claimed that there was ‘great fidelity 
and confidence in the native bankers’, who trusted the cultivators, ‘often 
without a note of hand, or any other security than word of mouth’. 

Martin also stressed the disaster suffered by Indian manufactures in 
consequcnce of ‘the outcry for free trade on the part of England, without 
permitting to India a free trade herself’.* He pointed to the petition ‘the 
Hindoos of Calcutta’ submitted in 1832 protesting against the discriminatory 
policies of the British Government under which the import of all kinds of 
foreign manufactures into India was encouraged and exports and production 
of Indian manufactures were discouraged by a system of prohibitory 
duties imposed on the latter within the country and in England.°® 

The articulate opinion of British non-officials and ‘enlightened’ Indians 
was, of course, far more concerned with the effects of the Gompany’s legal 
monopoly of China trade and the residual privileges of the Company as a 
trader after the charter of 1833 than with the effects of monopoly exercised 
by private European traders or of the regime of landlord power flourishing 
under Gompany patronage. The requisition for a meeting in the Calcutta 
Town Hall in December 1829 to demand the abolition of the Company’s 
monopoly of China trade was signed by a large number of Indians along 
with the leading British merchants of Calcutta.’ G.G. De H. Larpent, in 
his evidence (tendered on 29 March 1832) before the Parliamentary 
Committee on East India Affairs of 1831-32, accused the Company of 
causing instability in the indigo market by alternately appearing as a 
heavy buyer of the dye (since indigo was a major vehicle for effecting its 
remittance) and withdrawing suddenly from the market when it suffered 
losses, causing prices to crash.*® The end of the Company’s monopoly of 
China trade did not lead to a basic change in this situation, and operations 
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of oligopolistic East India houses led to periodic booms and crashes in the 
indigo market with serious consequences for the credit market of Calcutta 
and its hinterland (cf. also Chapter 19 in this connection). : 

After the cessation of the China monopoly of the Company the free 
traders won a major victory when internal transit duties were abolished, 
first in the Bengal presidency (in 1836) and the Agra province, and then in 
the Bombay and Madras presidencies. Thus, the remaining fiscal obstacles 
against the penetration of European manufactured goods into the interior 
and the export of primary or semi-processed goods abroad were removed. 
These measures were largely the result of a detailed report on internal 
customs and town duties submitted by Charles Trevelyan in 1835.° 
Although this policy was supposed to benefit all trade, internal and 
external, Trevelyan was fully aware of its likely effect in drawing the trade 
of the whole of India down to the major seaports, which were by 1840 all 
under British control.’ 

Along with all this, the process of drawing India nearer to Europe 
through better communication was carried on apace. From small beginnings 
communication by steamboats between India and Europe had become a 
regular and dependable service by the beginning of the 1840s. An overland 
route to Europe via Egypt was opened up for sending mail and, thereafter, 
passengers and cargo. Steamboats plying across the Arabian Sea and the 
Mediterranean connected the different landing points across this route. 
Concurrently with these developments a movement also began for the 
construction of railways in India. Although the first proposals were mooted 
as far back as 1832 a serious movement for organizing railway companies 
was not really set afoot until 1843-44. However, private enterprise was not 
prepared to shoulder the risks involved and the railway companies wanted 
the Government of India to underwrite their losses. Hence there was a 
further delay in the signing of agreements, particularly since the British 
Government had its hands full with the wars in Punjab. The first two 
agreements of the Government of India—with the East Indian Railway 
and the Great Indian Peninsula Railway—were signed on 17 August 
1849. The first train ran on Indian soil on 16 April 1853, between Bombay 
and Tannah (Thane),—a distance of 21 miles (approx. 33 km.).'! The 
Mutiny interrupted the development of the railWays, but the deficit 
payments on the 5 per cent interest guaranteed to the railway companies 
by the government went on mermily swelling the volume of the British 
Indian public debt.” 

Despite the enthusiasm and involvement of many Indian businessmen 
such as Dwarkanath Tagore, Motilal Seal and Framjee Cowasjee"’ in the 
early development of steam communication and railways in India, all the 
important overseas shipping companies, the most important coastal or 
inland steamer companies, all the guaranteed railways and even the 
pioneering tea plantation companies came to be controlled from London, 


164 / The Evolution of the State Bank of India 1806-60 


and Indians had very little share either in the capital stock or in the 
management of these enterprises. 

There were several reasous for both the initial enthusiasm of Indian 
businessmen and their eventual exclusion. Most of the Indians had made 
money as junior partners of British businessmen engaged in the export of 
indigo, opium or cotton. They could not see any future for themselves as 
businessmen in the revival of Indian handicrafts. Instead, they saw, as did 
the Europeans, the future with steam engines, steamships and ‘steam 
horses’. However, many of the wealthy Indians, particularly in Calcutta, 
were badly mauled tn successive commercial crises and their faith in their 
ability to make a profit out of any enterprise which was controlled by 
;uropeans was severely damaged. 

The control of the Europeans over these new enterprises was assured by 
(a) the directness of their contacts and their control over overseas markets 
which the tea plantations or opium agencies catered to and which they . 
wanted to link with India; (4) their access to the new technology spewing 
out of Britain; and, above all, (c) the extension of governmental patronage 
to most of these ventures.'* Governmental! patronage was needed to obtain 
charters for the companies, to get land on concessional terms, to secure 
contracts for official mail, to underwrite losses and for a host of other 
_favours. With a Board of Control and a Court of Directors in Britain, a 
Government of India based in Calcutta and provincial governments with 
a considerable degree of independence from the Supreme Government, 
and with pressure groups acting at all levels, any number of players could 
join the game of obtaining governmental! favours. But the real players 
under the political and social conditions prevailing in the regime of the 
Company Bahadur or in the Queen’s Government, for that matter, could 
only be Europeans—more specifically, true-born white men of Britain. 

One consequence of these developments was that these new enterprises 
rarely looked to the Presidency Banks, with boards of directors based in 
India, for working capital. By the time they began to work on any 
significant scale in India exchange banks chartered in London had begun 
operating in India (see Chapter 19). The exchange banks and London- 
based transport and plantation companies neatly complemented one 
another to eat seriously into the potertial business of the Presidency 
Banks. An early indication of the direction in which the wind was blowing 
is found in the minutes of the Bank of Bengal dated 2! March 1850. Toa 
request from E. Daniel, assistant secretary to the East Indian Railway 
Company, that the bank realize the remaining calls on the shareholders on 
behalf of the railway company, the bank’s secretary pointed out that there 
were not any properly constituted officers or agents of the railway company 
in @alcutta with whom it would be safe for the bank to deal, even if it was 
disposed to relax its rules as requested by Daniel. Hence, the latter’s 
request was turned down. The modification of the bank’s charter in 1854 
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allowed it to advance money against the shares of guaranteed railway 
companies. However, so long as the control over the latter was vested 
entirely in their London boards the Presidency Banks or other purely 
Indian banks could not expect to get any major chunk of their business. 


7.2 Calcutia’s export trade, 1829-38 


The decade of the 1830s saw the almost total conversion of Bengal’s 
exports to raw produce and the virtual elimination of cotton piecegoods 
from the export lists (see Table 7.1). Apart from Company’s paper these 
primary exports, together with sales of salt under government monopoly 
and, increasingly, the import of cotton piecegoods from Britain, provided 
the main field for the employment of the funds of the Bank of Bengal and 
the short-lived Union Bank. 

After the fall of the agency houses and the depression in the indigo 
market the supply of credit for producing primary exports declined for a 
time. This apparently left a lasting depression in the North-Western 
Provinces and other parts of the interior.'S The monetary depression in the 
North-Western Provinces as in the Madras Presidency was compounded 
by-severe famines in these regions in the 1830s.'® A long-term fall in the 
price of Indian cotton and the diminution of cotton cultivation in many 
areas of the interior which had earlier been centres of manufacture also 
aggravated the depression.'’ Most of the exports of primary staples from 
Calcutta either fell or remained stagnant between 1828-29 and 1837-38, 
with the major exception of opium exports. The quantity of the latter more 
than trebled and the value more than doubled between the two dates (see 
‘Table 7.1). There was a temporary increase in exports of sugar as a result 
of the equalization of duties on East Indian and West Indian sugar in 
England. Exports of cotton textiles practically ceased altogether. 

According to Alexander Rogers, deposing before the Select Committee 
on East India Produce of the House of Commons in 1840, the production 
of many primary commodities, including silk, suffered from a shortage of 
credit when the agency houses collapsed, but indigo was spared. So was 
opium. The Union Bank partly supplied the needs of the European 
merchants. But increased credit was also provided by the Company to 
private merchants on hypothecation of goods meant for export. (These 
goods were deposited in the export warehouses of.the Company.) The 
collaboration between private European merchants and the Company 
continued even in the era of so-called free or open trade. Besides local 
banks and the Company, East India houses.in London or manufacturers 
and exporters of Manchester goods also extended credit to many private 
merchants In Bengal. The Joans from London houses became increasingly 
important as imports of British cotton piecegoods into India increased. 
These were often exported to India on a consignment basis. Many of the 
partners in these ventures were old India hands who had put their earlier 
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firms into the Insolvency Court but had themselves come out unscathed. 
‘The detailed enquiries in the wake of the commercial crisis of 1847-48 and 
the failure of the Union Bank of Calcutta (1848) showed how much of a 
credit inflation and tying up of capital in unprofitable indigo enterprises 
took place—particularly after about 1840 or so."* 


7.3 Profits of the Bank of Bengal, 1831-55 


The Bank of Bengal survived the shock of the agency house crisis partly 
because of the assistance extended by the government but mainly because 
of the underlying buoyancy of its earnings. Gross earnings and net profits 
rose between 1831-32 and 1832-33; then, in 1833-34, gross earnings fell 
(see Table 7.2). (In fact, 1833-34 proved to be the worst year in the decade 


Table 7.2 
Gross earnings, charges and net profits af the Bank of Bengal (1832-55) 

Year ending 30th June Gross earnings Total charges Net profits 

Rs ap Rs a op Rs ap 
1832 6,30,034-13— 2 1,15,089- 5- 9 9,14,945- 7- 5 
1833 6,46,473-12-10 77,289-11- 0 5,69,184— 1-10 
1834 5,37,391-15- 3 68,448-12— 0 4,68,943- 3 0 
1835 7,34,331— 8 5 1,14,237-14— 2 6,20,093-10- 3 
1836 6,74,002— 5- 7 1 ,08,729-15— 9 9,65,272— 5-10 
1837 9,53,650— 2- 8 1,17,237- 1-11 8,36,413- 0- 9 
1838 12,04,702— 5- 2 95,929—1L1— 7 11,08,772- 9- 7 
1839 7,36,697-15— 2 1,19,776-12- 0 6,16,921- 3- 2 
1840 8,40,492-10- 1 1,16,671-12- 2 7,23,820-13-11 
1841 11,87,226-11- 1 1.9 4b1- 4 3 10,27,765—- 6-10 
1842 - 13,77,022-15— 4 1 ,44,435- 1- 0 12,32,587-14— 4 
1843 15,99,416- 2- 1 1 ,48,445-13-10 14,50,970— 4- 3 
1844 10,36 ,382— 9- 8 1,52,898- 3- 2 8,83,484— 6- 6 
1845 10,34,280-10~ 3 1,53,452— 5-10 8,80,828- 4- 5 
1846 13,27,987-15— 5 1 ,55,998-13— 0 11,71,989- 2- 5 
1847 15,70,559-1 I-11 1,96,921-— 6- 7 14,13,638- 5- 4 
1848 11,05,227—10-10 1,59,846-10—- 9 9,45,381— O- 1 
1849 7,99,247— 9 2 | ,60,336- 4-5 6,46,911—- 4 9 
1850 9,66,491-10- 2 ~ -1,99,229- Q 2 8,07,265-10—- 0 
1851 | 13,85,336-14— 5 1,60,864— 0-10 12,24,472-13— 7 
1852 12,92,075-12— 0 1,95,303—14~—10 11,36,771-13— 2 
1853 7,14,056- 0-11 1,90,848- 8- 4 5,63,207— 8- 7 
1854 11,18,407-11l- 4 L.51,175- 6- 2 9.67,232— 5- 2 
1855 14,04, 768~ 9- 1 1,57,739-13— 9 12,47,028-l1- 4 


NOTE ‘Profit & Loss’ is included either in earnings (in case of profit) or charges (in case of loss). 
Figures from 1835-6 onwards are in Company's rupees. The earlier figures are in sicca rupees 


(15 sicca Rs = 16 Co. Rs) 
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of the 1830s for gross earnings, although net profits were lower in 1830-31 
because of a large loss on the profit and loss account.) Then, there was a 
sharp increase in gross earnings in 1834-35, followed hy a smaller decline 
in 1835-36; 1836-37 and 1837~38 both witnessed large gross earnings and 
profits. The net earnings in 1837-38 were more than double the level 
reached in the early 1830s. (The real increase was a little less since the 
earlier figures are in sicca rupees, and the later figures in Company’s 
rupecs.) ‘The higher earnings enabled the bank to increase its capital stock 
in 1836 and 1838 on particularly favourable terms. The increase in capital 
in turn supported a larger volume of business and higher incomes. The 
increases in carnings were also used to substantially expand the establish- 
ment (particularly the European part of it). 

However, in 1838-39 profits slumped by nearly 5 lakhs of rupees. Next 
year they increased by more than a lakh, and they went on increasing 
steadily in the years 1840-41, 1841-42 and 1842-43: 1842-43 was a record 
year in that decade in respect of both gross earnings and net profits. 
Increases in profits in the years 1834-38 and 1839-43 seem to have been 
caused by two different sets of factors. In the earlier period the main factor 
was an increase in private trade, especially private external trade. The 
boom in the early 1840s was caused by the Afghan war and its aftermath. 

We have already touched upon the significance of war and peace for 
both government finances and private trade. The abolition of the Company’s 
monopoly of trade with China made some difference to the mechanism of 
remittances—particularly governmental remittances—from India tu Britain, 
but not all that much.'® According to the evidence of J.C. Melvill, Secretary 
to the Company, before the Select Committee on East India Produce, 
remittances were effected entirely through private trade except for some 
purchases of silk by the Company in India and their subsequent sale in the 
U.K. As before, the trade between China and India in opium and cotton 
played a very important part in balancing accounts and effecting remittances: 


indirectly, India export[ed] largely cotton and opium to China and independently of the 
return from thence to India in specie, there accrue{d] from that trade a large balance due to 
India, which [was] paid principally by teas and silk from China to England. 


The Company effected the remittances 


by sale of bills on India, effected in London, by advances made in India upon the security of 
goods hypothccated to the Company in London, by advances made in China, in like 
manner, and by sales of silk. 


The average rates of exchange realized on the different modes of remittances 
during the preceding five years, excluding interest, were ls. 11.450d. for 
bills in India, 1s. 11.918d. for advances made in India upon the security of 
goods, Is. 11.863d. in China and 2s. 4.248d. on sales of silk. On the other 
hand, the intrinsic value of the rupee in London was about Is. 10.Yad. 
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The Company was able to obtain an average value of 2s. 0.24d. for the 
rupee (including interest). 

In the years 1831-33 both the quantity and prices of indigo exported 
fell. Indigo exports recovered from 1835, but only partially. The most 
dynamic element in exports from Bengal was opium. In 1830-31 the value 
of indigo exports still exceeded that of opium, but by 1837-38 the official 
value of opium exports exceeded that of indigo by about 38 lakhs of 
rupees.*° Unbroken peace during the years 1830-38, combined with the 
efforts of Bentinck to effect economies in government expenses, led to 
smaller military expenditures, a smaller addition to Home Charges arising 
out of wars, and a more healthy state of balance in the payments between 
India and the U.K., and the rest of the world in general. (This occurred in 
spite of a rapid increase in imports of cotton yarn and piecegoods from the 
U.K.) As we have noticed already, the sterling rate of the rupee improved 
in. the 1830s and was often higher than the market value of the silver 
content of the rupee. This buoyancy of external trade and exchanges 
strengthened the market for loans. 

The rate of growth of exports from Bengal considerably (and rather 
suddenly) slackened after 1843—44, and until 1849-50 there was virtually 
no increase in Bengal’s exports. In fact, signs of slackening were noticed in 
the years 1838-39 and 1839-40. (The interruption in opium exports 
because of the first Opium war may have contributed to this.) In 1838-39 
the bank profits declined drastically, owing to a fall in advances. The 
feeling that capital was very greatly underemployed perhaps motivated 
the bank directors in opening an agency at Mirzapore in the fourth quarter 
of 1838. It is interesting to note that this was done before the bank was 
authorized to open agencies or branches under the Charter Act of 1839. 
The Mirzapore agency recorded profits every year, as shown in Table 7.3. 
Despite the consistent profits of the agency the directors soon realized that 
it was a sucker of head office funds and the rate of return on investments 
was lower at Mirzapore than in Calcutta. It-was hence decided to close 
agency in January 1848 and the agent Claude Hamilton?! lost his job. 

But what the bank lost in the buoyancy in private trade was made up by 
its direct and indirect gains from escalation in military expenditure 
starting with the first Afghan war. The Government of India’s revenues 
increased progressively. However, total charges expanded faster so that 
there were deficits in all the years from 1839-40 to 1848-49.”? As a result, 
the debt of the Government of India, which had fallen from £41,350,952 in 
1833-34 to £33,980,873 in 1838-39, again mounted steadily, as the figures 
in Table 7.4 show. 

The Bank of Bengal’s loss in earnings in 1838-39 from the decline in 
private trade was to a considerable extent made up in 1839-40 by a jump 
in its income from government securities and treasury notes. The com- 
parative picture is brought out in Table 7.5. 
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Table 7.3 
Profits of the Mirzapore Agency (1839-47) 
Period Profit 

Rs ap 

Year ended 29 June 1839 13,791-— 3-10 
Half-year ended 31 Dec. 1839 13,352-10- 7 
—do- 30 June 1840 33,372— 7- 6 
-do- 31 Dec. 1840 35,035— O~ 2 
—do~ 30 June 1841 22,302— 0-11 
—do- 31 Dec. 1841 9,681- 3- 2 
—do- 30 June 1842 16,371- 6- 7 
—do- 31 Dee. 1842 5,530—1 1-10 
~—do- 30 June 1843 7,126-10— 0 
—do- 30 Dec. 1843 1,779-14— 0 
—do- 29 June 1844 6,425-10- 6 
—do- 31 Dec. 1844 2,960- 7- 3 
—do- 30 June 1845 6,589- I- 8 
—do- 31 Dec. 1845 4,608— 0- 9 
—do- 30 June 1846 2,996- 6- 6 
—do-~ 31 Dec. 1846 2,203— 3- 6 
—do- 30 June 1847 6,792— 9- 3 
—do- 31 Dec. 1847 2,298-15— 7 

Table 7.4 


Debt of the Government of India, [838-39 to 1857-58 


Year ending 30 Apnil Debt of the Government of India (£) Interest payable (£) 
1839 33,980,873 1,574,762 
1840 34,484,996 1,596,631 
1841 35,922,127 1,673,795 
1842 38,404,473 1,799,824 
1843 40,478,640 1,904,863 
1844 42,448,750 1,962,855 
1845 43,502,750 2,013,688 
1846 43,891,849 2,032,391 
1847 47,384,226 2,218,438 
1848 49,857,114 2,337,529 
1849 51,050,519 2,416,888 
1850 53,934,768 2,525,111 
1851 55,099,315 2,962,811 
1852 55,114,693 2,948,485 
1853 56,212,594 2,593,031 
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1854 53,657,376 2,290,183 
1855 93,510,327 2,330,551 
1856 97,743,327 2,439,058 
1857 99,441 ,052 2,929,379 
1858 69,473,484 3,027,701 


SOURCE Banerjea: /ndian Finance in the Days of the Company, Appendix G. 


Table 7.5 
Composition of discount income of the Bank of Bengal 1837-55 

Year ending 30 June Discount on 

Government bills Salary bills Private bills 

Rs a p Rs a p Rs a p 
1838 82,651— 6- | 3,176-13— 5 2,83,554- % 3 
1839 57,362— 6- 0 2,996- 5- | 1,57,483-1 1-11 
1840 42,458- 5- 2 2,183- 3- 0 1,57,543-12— 9 
1841 71,580-14— 4 3,096-14— 5 1,66,117-13— 7 
1842 78,490— 9- 5 4,293-10— 3 1,64,038- 8-1 , 
1843 61,029- 9- 9 4,247-15— 5 1 ,82,338-14— 2 
1844 36,661-— 4-10 2,810-10- 1 1,18,503- 4-11 
1845 58,313— 4- 2 2,151- 0- 3 1,35,231— 1- 0 
1846 1,14,403- 9- 5 3,036— 1-11 1,90,323- 2- 4 
1847 1,02,008- 0- 5 4,567— 7-11 1 ,38,332-10— 5 
1848 38,230-13- 0 4,055- 3-11 75,975- O- 5 
1849 34,674—12—-12 3,347— 5- 6 48,266- 5- 2 
1850 62,891- 3- 9 3,030-15- 9 67,130-12— 7 
185] 40,181-15— 2 4,123- 3- 7 88,388- O- | 
1852 38,270— 9- 8 3,729- + 8 1,04,974— 5- 4 
1853 74,106-13— 9 2,375- 1- 4 60,191-14— 8 
1854 59,708-12— 1 2,652-14— 8 68,057—12- 9 
(855 67,737-10— 5 4,246- 7- 3 | ,00,472- 8 5 


‘I'he income of the Bank of Bengal from interest on treasury notes, which 
had been insignificant in the 1830s, jumped from Rs 9,120-8-6 in 1838-39 
to Rs 79,224-0-7 in 1839-40 and to the unprecedented figure of 
Rs 1,98,680-12-5 in 1840-41 (Table 7.6). This income came down rapidly 
in 1841-42 and 1842-43 and vanished altogether in 1843-44. However, 
the income of the bank from long-term government loans mounted steadily 
up to 1844—45, when it reached the enormous figure of Rs 4,96,925-3-7. 
This increase was helped not only by the new 5 per cent loan floated in 
1840-41 and by several new flotations of 4 per cent loans thereafter, but 
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Table 7.6 
Composttion of interest income of the Bank of Bengal 1837-55 


Year ending Interest on 
30 July 
Loan obligation Treasury notes Loans on deposits Account of credtt 
Rs a p Rs a p Rs a p_ Rs ap 
1838 82,673— 7-10 + 9,120-14- 7 4,55,303- 4 2 2,85,079- 8- 8 
1839 80,019-10- 8 9,120- 8-6 3,34,510-13- 2 82,252— 3-10 
1840 94,906-l11- 2. 79,224 0-7 3,41,954 6 5 75,491— 0-11 
184] 1,63,403—- 6- 2 1,98,680-12- 5 = 3,82,522-10-11 ~—:1,44,467-15- 8 
1842 1,74,003— 8- 3 1,22,078- 2-5 5,89,566- 2-9 2,18,495- 4-5 
1843 2,82,191- 0-5 39,669-5- 7 6,79,807-15-11 3,37,452~14— 6 
1844 4,82,464— 6-11 — 3,50,617— 1— 8 —-1,37,088-14— 0 
1845 4,96,925— 3 7 — 2,10,327-11— 5 —-1,21,753— 6- 6 
1846 2,60,265—10-10 — 4,36,341—- 6- 7 3,16,450-10-10 
1847 1,56,522-12— 3 — 8,58,280- 9- 7 4,01,844— 6- 7 
1848 1,67,539- 6-10 — 6,22,239—- 5-9 =1,95,288-13-— 4 
1849 1,35,495— 8 5 — 4,04,309-12- 4 1,13,154-12- 6 
1850 1,68,097-— I- 6 — 5,21,482-12—- 7 = 1,39,383-12- 7 
1851 1,59,418-10-11 — 8,90,756-13— 3. —-1,99,259- 7- 7 
1852 1 ,48,488— 2- 7 — 8,30,508- 8-11  1,63,830—- 6- | 
1853 1,45,805-14— 1 — 3,56,639-—'2— 7 72,943— 9- 7 
1854 1,67,219- 9- 4 -— 7,03,732—12-10 70,573- 5— 0 
1855 70,581-10— 7 — 11,02,951- 3— 9 58,779- 0- 8 


NOTES (a) Earnings on new 5 per cent loans for interesincome accrued from 1840-41 

(ib) Interest on loan obligations includes premium: 1840-41 Rs 25,025-10-11 
184445 Rs 160,950-— 0- 0 
1845-46 Rs 65.000—- 0- 0 


also by the premia realized by the bank on various conversion operations. 
For example, in 1844—45 the bank realized Rs 1,80,950-0-0 as premium. 
(It is in such possibilities of capital gains that the pecuniary benefits of the 
bank’s intimate connection with the government are manifested.) 

The increase in the bank’s income from government securities was not 
simply the result of a substitution of one type of investment by another. 
The years from 1839-40 to 1842-43 also witnessed a steady increase in the 
bank’s income from loans on deposit and cash credit accounts, the former 
dominating the latter. The 1840s generally witnessed the eclipse of private 
bills by loans on deposit and cash credit accounts, although even in 
1849-50 discount on private bills amounted to Rs 67,130 (as against 
interest on loans of deposit and cash credit accounts of Rs 5,21,483 and 
Rs 1,39,384 respectively; see Tables 7.5 and 7.6). Incomes from cash 
credit accounts reached peaks of more than 3 lakhs of rupees in 1842-43, 
1845-46 and 1846-47, and then fell off drastically. The bank progressively 
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welcomed the lending of money for fixed periods on deposit of Company's 
paper or goods, so that interest income from loans on deposit increased 
from Rs 4,55,303 in 1837-38 to Rs 11,02,951 in 1854—55. Of course, there 
were large fluctuations in between. In 1844—45 the income from loans on 
deposit amounted only to Rs 2,10,328 but then 1844-45 was a year of 
rather low earnings all round. 

The income from discounting private bills seems to have been far more 
steady than that from cash credit accounts. Income from the former source 
reached an all-time high in the year 1837-38 (Rs 2,83,554-9-3), and then, 
up to 1846-47, the income from discount on private bills fluctuated 
between Rs 1.2 lakhs and Rs 1.9 lakhs. From 1847-48, however, private 
bills fell into disfavour along with accounts of credit, but the reaction was 
proportionately less extreme: In 1854-55 the income from discounting 
private bills exceeded that from cash credit accounts. 

The income from discount on government bills: was normally smaller 
than the income from most other sources except that from discount on 
private bills. The bank seems to have discounted government bills on a 
large scale under two sets of exigencies: (i) when private trade was brisk 
and traders were eager to discount their holdings of government securities 
to obtain ready money which they could employ to earn a higher return 
than they could get from government securities; and (ii) when the govern-* 
ment floated new loans in a slack money market and buyers wanted to 
speculate with the money procured by pledging government securities, in 
the hope of obtaining capital gains. 


7.4 Bank’s interests versus private commercial interests 


Throughout most of these years the directors looked primarily to the 
interests of the bank in determining their policies. However, there were 
perhaps some occasions when private interests dictated lending on securities 
which were not perfectly sate. More seriously, the collapse of most of the 
leading agency houses and the general insecurity of business firms all 
round allowed .a small group of British firms in Calcutta to control the 
direction of the Bank of Bengal rather closely. In particular, complaints 
were voiced against the influence exerted by Colvin Ainslie Cowie & Co. 
through the large number of proxies they had accumulated.”* The man 
who voiced these complaints in 1848, W.W. Kettlewell, later joined the 
direction of the bank but the general discontent of proprietors against 
domination by a few firms continued. This discontent surfaced again in 
1856 in the form of a memorial presented by the proprietors to the 
government.”* The domination of bank policies by large firms was reflected 
in the directors pursuing a cheap money policy even when circumstances 
dictated otherwise, and a consequent rationing of credit favouring a few 
selected firms. Thus J.A. Dorin, at that time president of the bank, in a 
minute dated | February 1847 alleged that the bank was in an entirely 


176 / The Evolutton of the State Bank of India 1806-60 


false position. The loans on deposit had already grown to Rs 103 lakhs and 
were still growing rapidly. In fact, there was speculation in government 
securities with the help of these loans. On the other hand, the Treasury 
held upwards of half'a crore of rupees worth of bank notes anda large and 
increasing amount of accepted cheques which the bank was unable to pay 
except in silver (because otherwise it would be out of rule). Under these 
circumstances Dorin recommended raising the rates of business all around, 
and his recommendation was accepted. 

Dorin’s recommendation may have been prompted by the knowledge 
that the bank had allowed its cash balance to fall below one quarter of the 
liabilities for four months (April to July 1846), in violation of the bank’s 
charter. The Court of Directors had reprimanded the bank’s directors for 
this irregularity in a despatch dated 20 January | 847. It had reiterated its 
reprimand in a further despatch to the Government of India in the 
Financial Department, dated 26 January 1848, since the bank directors 
had failed to reassure the Court that such irregularities would not occur in 
future. The directors pleaded that on occasions of severe pressure on the 
money market, as in June and July 1846, it was nearly impossible to sell 
stock, and especially 4 per cent stock, of which the bank property chiefly 
consisted, except very slowly and in smail amounts. The Court of Directors 
pointed out that contrary to what the bank directors had stated in their 
first reply the bank continued to hold practically undiminished amounts 
in government securities. The figures (in Rs) of sums invested in government 
securities read as follows: 


May 1846 = 39,57,200 
June 1846. 39,43,014 
July. 1846 = 39,38,076 
August 1846 = 39,88,632 
September 1846 —do- 
October 1846 —do- 


November 1846 39,04,339 
December 1846 —do—- 
January 1847 —do- 


to 
October 1847 —do- 


If, then, on | February 1847 the directors raised rates of interest all 
round as a way of checking speculation in government balances and 
rationing its own loans, the decision appears to be quite sensible. The 
directors could use their discretion as to which firms would be treated as 
first class, that 1s, the signatures of whose partners on promissory notes 
would be considered to afford adequate security. But within the group of 
borrowers so recognized the bank had, legally speaking, no other means of 
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rationing credit except to raise margins and rates of interest and discount. 
The possibility of a conflict between the interests of the government as a 
borrower of money in the open market and those of the mercantile directors 
as borrowers from the Bank of Bengal was vividly brought out during the 
tenure of an unusually frank (almost garrulous) secretary, W. Grey.?> On 
5 September 1853 the secretary placed before the directors a memorandum 
which made the point that between then and the end of the (Puja) holiday 
the government papers held by the bank which were due to mature would 
amount to Rs 1,16,90,134 (out of total holdings of government paper of 
Rs 1|,32,33,865). Taking into account the balance normally held by the 
Treasury and the dues of the bank to the Treasury the bank would have 
Rs 48 lakhs worth of funds released from government securities. The 
secretary suggested the investment of Rs 25 lakhs in the open government 
loan, instead of receiving payment for that amount of government paper 
due on 7 September 1853. This suggestion was prompted by two consider- 
ations. First, the cash balance of the bank would be very comfortable 
(nearly Rs one crore) even after the investment of Rs 25 lakhs as suggested. 
Secondly, the major alternative mode of investing the bank’s funds, viz. in 
loans on deposit, was not likely to absorb the released funds. 

‘The directors refused to give any decided opinion on the matter. The 
secretary pressed his point again on 17 September 1853. He expressed his | 
belief that the government would not let the existing opportunity (of a” 
plentiful supply of money) pass without an attempt to establish a rate 
lower than 4 per cent. According to him, the government had merely to 
advertise for payments on Rs 5 or 6 crores of the existing 5 per cent loan, 
giving holders the option of transferring a certain fixed proportion of their 
3 per cent stock into the closed 4 per cent loan instead of taking money, and 
the balance, say, into a new 312 per cent stock—and the lower rate of 
interest would be established. The secretary did not want to get into a 
position where the bank would be compelled. to invest in government 
securities, nor did he want the bank to lend money to tne public—or 
worse, to the bank’s competitors such as the Oriental Bank Corporation— 
at a rate lower than 4 per cent on deposit of Company’s paper. He thought 
that the time had arrived when it was rather the duty of the bank to the 
public, as no doubt it would be to the interest of the shareholders, to 
withdraw in a measure from competition in the money market as the Bank 
of England had done for many years past (and invest the funds instead in 
government securities). 

Most of the directors were reluctant to commit, right at that moment, 
the bank’s funds to the purchase of government securities to the extent 
suggested by the secretary. They were sceptical about the possibility of the 
government being able to raise money at 32 per cent, particularly since 
the rate of interest had risen in England and when investments could be 
made in Indian railways at 442 per cent under government guarantec. It 
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was also pointed out (by Mackenzie) that the ‘directors [were] not called 
on to act as a suggestion council to the Financial Secretary’ (who was a 
government director). These debates revealed that there could be a dis- 
advantage in top government officials being always privy to the delibera- 
tions of the bank. | 

In fairness to the directors it should be noted that the bank did not 
sustain any large loss in the crises of 1842-43 and 1847-48, when firms in 
Calcutta collapsed like nine pins. This was largely due to the conservative 
policy the bank pursued with regard to the securities against which loans 
were given, and the care it took in verifying the credentials of parties 
seeking to discount their bills. In 1856 it was discovered that there was a 
discrepancy of Rs 19,803-2-2 in the cheque paying department. The dis- 
crepancy was traced to frauds perpetrated in 1847 by Ramdhone Mitter 
(Ramdhan Mitra), a banian, and a Marwari firm Waljee Ruttonjee & 
Kallanjee, long insolvent, and suspected forgeries by Sreenauth Neogee 
(Srinath Niyogi) and Tarrack Nauth (Taraknath) Dutt, who had been . 
sentenced to transportation for subsequent delinquencies. Thus the bank 
direction was reasonably vigilant in its administration. 


7.5 Rates of interest and margins till 1854-55 


Cooke provides a statement of rates of discount and interest from 5 April 
1841 to 12 June 1862.7° (This has been reproduced as Annexure 7.1.) This 
statement, together with detailed rules of business published by the bank 
from time to time and the deliberations of the directors, enables us to gain 
an insight into the motives informing the changes. 

The general features of the changes are quickly summarized. Up to the 
beginning of the 1840s the mercantile directors tried to follow a cheap 
money policy, and suggestions for raising rates of discount and interest so 
as to choke off the demand for credit were generally turned down. Thus, on 
14 April 1841 the secretary suggested that the rates of interest which had 
been raised with effect from 5 April should be continued in order to check 
overtrading. He submitted supporting statements which showed that 
while during the fortnight 19 March to 3 April, when the rate of interest on 
Company’s paper had been 6 per cent, the bank had lent a net amount of 
Rs 2,67,300 on such security, after the raising of the rate to 7 per cent from 
3 April 1841 a net amount of Rs 27,100 had been repaid to the bank. (Of 
the gross amount of Rs 17,19,800 lent by the bank during the fortnight of 
19 March-3 Apmil 1841 Indians and Europeans borrowed Rs 11,77,100 
and Rs 5,42,700 respectively; of the gross amount of Rs 7,68,600 lent 
during the week 5-14 April 1841 Indians and Europeans borrowed 
Rs 4,11,800 and Rs 3,56,800 respectively. Thus Indians still dominated as 
borrowers on deposit of Company’s paper.) However, the commercial 
directors Ainslie and Davidson pleaded the desirability of ‘sustaining the 
credit of Company’s paper and restoring confidence to native holders 
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thereof, susceptible, as they [were] to unnecessary but yet great panic’. 
The Accountant-General also assured the regular supply of all the specie 
that might be required to uphold general confidence. Thereupon, a majority 
of mercantile directors voted to reduce the rate of interest on loans secured — 
by Company’s paper to 62 per cent, but the government directors abstained 
from the vote. | 

The cheap loan policy was upset in the years 1846 and 1847 and the 
bank moved toa regime of really high rates of interest; the rate of discount 
on private bills touched 12 per cent several times and did not fall below 9 
per cent between 22 January 1846 and 3 July 1848. The period up to 28 
April 1852 can be considered a regime of high interest rates: except for the 
months from |1 January 1849 to 13 March 1850, the rate of discount on 
private bills did not fall below 8 per cent. ‘The period from 29 April 1852 to 
3 January 1855 can be considered one of easy credit, since the rate of 
discount on private bills varied between 5 and 7 per cent. From 4 January 
1855 a regime of stiffer rates of interest and discount again prevailed (1855 
seems to have been a year of frequent changes in rates of interest). 

In the 1840s and early 1850s stiff credit was generally accompanied by a 
fanning out of rates of interest and discount. The difference between the 
discount on government and salary bills and the discount on private bills 
often increased in such periods to 4 per cent, whereas with abundant 
money seeking employment in trade the differential came down to 3 or * 
even | per cent. The principle regulating the differential between the 
discount rate on private bills (which was normally the highest) and the 
rates of interest on loans on deposit or cash credit accounts varied from 
time to time and depended on the exigencies of trade. In the beginning of 
December 1842, for example, an interesting interchange took place between 
the secretary and the directors. On | December 1842 the secretary suggested 
that the rates of interest be raised in view of an active demand for money 
and in the expectation of large payments to be made into the Treasury 
(presumably by customers of the bank) within a few weeks. He also 
mentioned that the rates of the Bank of Bengal were then 2 to 3 per cent 
lower than the Union Bank rates. It was at first ordered that the rates on 
goods deposited be raised by half per cent and the discount rate on private 
bills by 1 per cent. Most of the commercial directors protested against this, 
arguing that no resolution had been passed regarding the discount rate on 
private bills. In the meetings of 8 and 15 December the secretary raised the 
question again, pointing out that there had been a leakage of more than 
Rs 15 lakhs in the preceding two months and an anomalous situation had 
come about whereby rates of interest on loans on deposits of indigo, salt, 
metals, op?um were as high as the rate of discount on private bills, while 
that on deposit of twist, piecegoods, sugar, cotton was even higher. He 
recommended the raising of the rate of discount on private bills to restore 
the usual difference of | per cent between that rate and the interest on 
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loans on deposit of indigo, metals, etc. However, the directors refused to 
act according to his recommendation. They instructed the secretary to 
urge upon parties the necessity of paying their loans when due and to 
discourage, as far as possible, the system of renewals. (This suggests that 
in spite of the charter and the experience of 1830-33 renewals had become 
a regular practice in a period of tight money.) | 

In later years too we find frequent situations (such as in 1845-46) when 
the rate of discount on private bills was | per cent lower than the rate on 
deposit of goods (either fixed period loans or cash credit accounts) other 
than opium, salt, metals and indigo. The rates on deposit of goods other 
than the prime items of trade were often the same for both fixed loans and 
cash credit accounts, but the latter was made more expensive by the 
practice of charging an extra fifteen days’ interest. Although the rates of 
interest on the deposit of indigo or opium, for example, might have been 
the same, the margins in the two cases were generally different. Thus this 
instrument was also used to discriminate between commodities and, 
categories of borrowers. 

To avoid having to discriminate between borrowers the bank tried to 
ensure that the borrowers’ property would be under the jurisdiction of the 
Supreme Court in Calcutta; it also tried to lend mainly to people whom the 
directors knew personally. On 9 September 1840 the bank had to decide 
whether it could lend money to Adam Scott & Co. against 4,900 bags of 
saltpetre in a Tirretta Bazar godown and 1,210 bales of Banda cotton in 
the Baghbazar Screw House. A resolution passed on 27 February 1834 
seemed to stand in the way, which stipulated that goods in godowns not on 
the premises of the borrower had to be removed to a Customs House 
godown. John Cowie, a director, pointed out that the main motive behind 
the resolution of 1834 seemed to have been the lack of knowledge of the 
directors regarding the applicant (a Mr. Vardon, who was not a resident of 
Calcutta). Cowie wanted to grant the loan to Adam Scott & Co.; all the 
other directors agreed. 

How far was the tightness or otherwise of the money market influenced 
by imports of silver into Bengal? No separate figures for silver and gold 
imports are available for our period, but figures of net imports of treasure 
are available (see Table 7.7). It would seem that the 1840s were a period of 
low net imports of silver, that some years of particularly tight money 
markets (such as 1847-48, 1850-51) were also years of either low or even 
negative net imports of treasure, while some years of relatively easy money 
markets (such as 1851-52, 1852-53) were also years of above-average net 
imports of silver. However, in view of the facts that imports were at least 
partly influenced by deliberate governmental policy, and wars as well as 
movements of private trade influenced imports of treasure, and also that 
lags enter importantly into the picture, it would be premature to offer here 
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Table 7.7 
Net imports of treasure into Bengal 1840-55 


Year ended 30 April Import (£) Export (£) Net import (£) 
1841 918,808 146,206 772,602 
1842 989,618 159,156 830,462 
1843 1,648,712 72,934 1,575,778 
1844 1,752,376 185,794 1,566,582 
1845 1,581,365 396,543 1,184,822 
1846 991 ,006 287,079 703,927 
1847 1,336,229 285,404 1,050,825 
1848 747,223 905,071 — 157,848 
1849 1 414,609 780,878 633,731 
1850 1,214,865 354,205 860,660 
1851 1,189,484 276,329 913,155 
1852 2,306,471 250,588 2,055,883 
1853 3,393,987 476,375 2,917,612 
1854 2,085,986 437,913 | 648,073 
1855 645,124 391,566 253,558 


SOURCE Statistical Abstracts for British India. 
NOTE Rupees are converted into pounds sterling at the rate of two shillings to the rupee. 


any detailed analysis of the relation of imports of treasure to the state of the 
moncy market in Bengal. 

The general rise in rates of interest and discount charged by the Bank of 
Bengal may have reflected a closer integration of the Indian money market 
with the financial centre of the British empire, viz. London. The railway 
boom of 1844-47, the financial crises of 1847-48 and 1857-58 all helped 
raise rates of interest in London,’ and made it less attractive for British 
businessmen to try and invest their liquid funds in India. But this ‘inte- 
gration’ of the organized money market of Calcutta with the world financial 
centre was also facilitated by the cumulative effects of the drain from 
India, the expensive wars between 1840 and 1858 and the decimation of 
Indian merchants interested in collaborative ventures with Europeans. 


7.6 Some characteristics of the note circulation 


Bank of Bengal notes generally circulated within the environs of Calcutta 
and were mainly used for effecting large transactions. The secretary of the 
Bank of Bengal periodically drew up statements showing the quantities 
and values of bank notes outstanding at the end of every month of the year. 
The directozs of the bank and officers of the Finance Department of the 
government were, therefore, fully aware of the limited nature of the note 
circulation. 

Thus Holt Mackenzie, in his evidence before the Parliamentary Select 
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Committee of 1831-32 on East India Affairs, pointed out that the largest 
proportion of the Bank of Bengal notes consisted of notes of Rs 100 and 
upwards. According to him, the notes sometimes bore a small prernium, so 
great was the public confidence in the bank. However, although the notes 
were permitted to be received in government Treasuries throughout Bengal 
and Bihar (including Benares at that time), they were not much used 
beyond the commercial circles of Calcutta. In the districts payments for 
even staple articles of commerce were made in such small sums and: the 
population was so poor that there was hardly any room for a large 
circulation of bank paper. Indian retail traders dealt largely in coins. 

Statements for January-December 1836 relating to the receipt of the 
bank’s post bills and notes at government treasuries in the Bengal presidency 
fully bear out Mackenzie’s assertion about the geographical limits of their 
circulation. For all the twelve months together sicca Rs 17,41,243 worth of 
post bills were received throughout the presidency. Of the 32 Treasuries 
listed the following 7 districts accounted for the lion’s share: 


(in srcca rupees 


Behar* 5,50, 156 
Bhagalpore 164,455 
Dinajpore 83,033 
Hooghly 2,27,000 
Patna 1,14,832 
Saran 2,27, 240) 
Shahabad 174,249 


sicca Rs «. 15,40,965 


* ‘Behar’ included mainly Gaya district 
at the time. 


Thus, these seven districts alone accounted for more than 90 per cent of 
the post bills received. The distribution of Treasury offices also indicates 
that the main users of post bills were the European planters (indigo and 
sugar) or the agency houses financing them. The year 1836 probably sawa 
larger than average use of post bills as the indigo market revived (see the 
last column of Table 7.8). 

Of the total value of Rs 97,06,280 of notes received in the 32 Treasury 
offices of Bengal and Bihar in 1836, the five at Burdwan, Hooghly, 24 
Parganas, Nadia and Murshidabad accounted for about Rs 58 lakhs. 
Another Rs [4 lakhs worth of notes were received in the district Treasuries 
of Dinajpur and Rangpur, as shown below: 


Burdwan 10,05,862 
Dinajpur 9,17,333 
Hooghly 14,00,006 


Murshidabad 9,06,332 
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Nadia 8,52,494 
Rangpur 5,01,136 
Twenty-four 

Parganas 16,99,773 
Birbhum : 3,82,000 
Behar 3,12,034 
Jessore 4,05,968 
Purnea 2,02,450 
Rajshahi 2,954,500 
Saran 1,61,786 


sicca Rs 90,01,874 


(NOTE: In the above table we have in- 
cluded all distnct Treasuries where the 
value of notes received exceeded Rs | lakh.) 


Again, more than 90 per cent of the bank notes received were accounted 
for by less than 50 per cent of the district Treasuries. The amount of bank 
notes received seemed to have varied directly in proportion to the degree of 
concentration of zamindars in a given district and its nearness to Calcutta. 
(We shall see in Chapter 17 that the absence of Permanent Settlement in 
most parts of the Madras presidency severely limited the circulation of the 
notes of the Bank of Madras.) 

In Table 7.8 we have shown the distribution of high-value bank notes 
(i.e. denominations from Rs 250 to Rs 10,000) and low-value bank notes 
(i.e. denominations from Rs !0 to Rs 100)..We have also given separately 
the value of bank notes outstanding that were accounted for by thousand- 
rupee notes, since it is seen that they normally accounted for more than 50 
per cent of the total value of notes outstanding and for more than 60 per 
cent of the total value of notes in some years. The importance of low-value 
notes In the total circulation seems to have increased between 1829-30 and 
1835-36. From more detailed figures of notes outstanding at the end of 
each month it would appear that low-value notes had a much more stable 
circulation than high-value notes. In periods of boom or in periods of 
monetary stringency caused by particular crises notes of much higher 
value—Rs 5,000 and 10,000—were issued. Thus, for example, just around 
the time of the collapse of Palmer & Co., that is, between December 1829 
and January 1830, the number of 5,000-rupee notes outstanding jumped 
from 9 to 169 and the number of 10,000-rupee notes jumped from 12 or 13 
up to January 1830 to 87 on 28 February 1830. Again, around the time of 
the collapse of Alexander & Co. the number of 10,000-rupee notes out- 
standing jumped from zero in the rnonths of September, October, November 
and December 1832 to 55 on 31 January 1833 and remained at that level 
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up to May 1833. There was also a sudden increase in 5,000-rupee and 
10,000-rupee notes in the beginning of 1832, when the Bank of Bengal was 
extending its accommodation to a tottering Alexander & Co. on the joint 
guarantee of four houses. It would appear that in times of monetary 
stringency the bank gave advances to leading merchants in the form of 
high-value notes. | | 

However, there are no records of the issue of 5,000-rupee notes from 28 
February 1833. ‘The bank, it seems, decided that given the extremely 
uncertain demand for them it was not worth issuing them separately, and 
their function could be performed by either smaller-denomination notes or 
10,000-rupee notes. (In the year May 1835-April 1836 50 notes of 10,000- 
rupee denomination were outstanding at the end of each month). 
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ANNEXURE 7.1 


Bank of Bengal 


Rates of discount and interest on loans 


(1841-62) 


Rates from 5 Apnil 1841 


DISCOUNT: Government and Salary Bills 6 per cent. Private 8. 1 per cent more for each 
renewal 

INTEREST: On deposit of Company’s Paper 7 per cent. On Opium and Salt 74/2. On 
Metals and Indigo 72; and on other Goods 8. Credit on deposit of Company’s Paper 
7. On Opium and Salt 7/2. On Metals and Indigo 742; and on other Goods 8. 


from 16 April 1841 
DITTO: On deposit of Company’s Paper 642 per cent. Credit on deposit of Company's 
Paper 61/2. 
from 2 December 1842 


DITTO: On deposit of Opium and Salt 8 per cent. On Metals and Indigo 8; and on other 
Goods 81/2. Credit on deposit of Opium and Salt 8. On Metals and Indigo 8; and on 
other Goods 842. 


Srom 2 March 1843" 


DISCOUNT: Government and Salary Bills 642 per cent. Private 8Y2. } per cent more for 
each renewal. 

INTEREST: On deposit of Company’s Paper 7 per cent. On Metals and Indigo 8Y2. On 
Opium and Salt 842; and on other Goods 9. Credit on deposit of Company’s Paper 7. 
On Opium and Salt 842. On Metals and Indigo 842; and on other Goods 9. 


Srom 23 March 1843 


DISCOUNT: Government and Salary Bills 7 per cent. Private 10. 1 per cent more for each 
renewal. 

INTEREST: On deposit of Company’s Paper 8 per cent. On Opium and Salt 9. On 
Metals and Indigo 9; and on other Goods 10. Credit on deposit of Company’s Paper 
8. On Opium and Salt 9. On Metals and Indigo 9; and on other Goods 10. 


Srom I June 1843 


DISCOUNT: Government and Salary Bills 6 per cent. Private 9. | per cent more for each 
renewal. 
INTEREST: On deposit of Company’s Paper 7 per cent. On Metals and Indigo 8. On 
-Opium and Salt 8; and on other Goods 9. Credit on deposit of Company’s Paper 7. 
On Metals and Indigo 8. On Opium and Salt 8; and on other Goods 9. 
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from 3 August 1843 
DISCOUNT: Government and Salary Bills 5 per cent. Private 8. 1 per cent more for each 
renewal. 
INTEREST: On deposit of Company’s Paper 6 per cent. On Opium and Salt 7. On 
Metals and Indigo 7; and on other Goods 8. Credit on deposit of Company’s Paper 6. 
On Opium and Salt 7. On Metals and Indigo 7; and on other Goods 8. 


Jrom 2 November 1643 


DISCOUNT: Government and Salary Bills 4 per cent. Private 7. | per cent more for each 
renewal. 

INTEREST: On deposit of Company’s Paper 5 per cent. On Opium and Salt 6. On 
Metals and Indigo 6; and on other Goods 7. Credit on deposit of Company’s Paper 5. 
On Opium and Salt 6. On Metals and Indigo 6; and on other Goods 7. 


Srom 12 January 1844 
DISCOUNT: Private Bills 6 per cent. 1 per cent more for each renewal. 
INTEREST: On deposit cf Opium and Salt 5 per cent. On Metals and Indigo 5. Credit on 
deposit of Opium and Salt 5; and on Metals and Indigo 5. 


from 19 December 1844 
DISCOUNT: Government Acceptances 3 per cent. 


Jrom 20 February 1645 * 


DITTO: Government and Salary Bills 4 per cent. Private 7. 

INTEREST: On deposit of Company’s Paper 6 per cent. On Opium and Salt 6. On 
Metals and Indigo 6; and on other Goods 8. Credit on deposit of Company’s Paper 6. 
On Opium and Salt 6. On Metals and Indigo 6; and on other Goods 8. 


Jrom 15 May 1845 


DISCOUNT: Government and Salary Bills 5 per cent. Private 8. 

INTEREST: On deposit of Company’s Paper 7 per cent. On Opium and Salt 7. On 
Metals and Indigo 7; and on other Goods 9. Credit-on deposit of Company’s Paper 7. 
On Opium and Salt 7. On Metals and Indigo 7; and on other Goods 9. 


Srom 10 November 1845 


DISCOUNT: Government and Salary Bills 4 per cent. Private 7. 

INTEREST: On Company’s Paper 6 per cent. On Opium and Salt 6. On Metals and 
Indigo 6; and on other Goods 8. Credit on deposit of Company’s Paper 6. On Opium 
and Salt 6. On Metals and Indigo 6; and on other Goods 8. 


Srom 26 December 1845 


DISCOUNT: Private Bills 8 per cent. 

INTEREST: On deposit of Company’s Paper 7 per cent. On Opium and Salt 7. On 
Metals and Indigo 7; and on other Goods 9. Credit on deposit of Company’s Paper 7. 
On Opium and Salt 7. On Metals and Indigo 7; and on other Goods 9. 
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deposit of Company’s Paper 5. On other Goods 6¥2. % per ‘cent commission as 
above. 


Srom 21 February 1854 


DISCOUNT: Government and Salary Bills 5 per cent. Private 7. 
INTEREST: On deposit of Company’ s Paper 5 per cent. On other Goods 7. Credit as 
above, and ¥% per cent commission as above. 


Jrom 4 May 1854 
DISCOUNT: Government and Salary Bills 4 per cent. Private 6. 


INTEREST: On deposit of Company’s Paper 5 per cent. On other Goods 6. Credit as 
above; a commission to be charged at % per cent on the amount of Credit opened. 


Srom 4.January 1855 
DISCOUNT: Private Bills and Notes at or within three months 9 per cent. Government 
Acceptances do. do. 7. 
INTEREST: On Fixed Loans and Cash Credits not exceeding three months, on deposit of 
Company’s Paper 8 per cent. On deposit of Goods 9. 


JSrom 20 January 1855 
DISCOUNT: Private Bills and Notes at or within three months 11 per cent. Government 
Acceptances do. do. 9. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 10 per cent. On 
deposit of Goods 11. 


Srom 8 February 1855 


DISCOUNT: Private Bills and Notes at or within three months | 1 per cent. Government 
Acceptances do. do. 10. 

INTEREST: On Fixed Loans and Cash Credits not-exceeding do. do. 10 per cent. On 
deposit of Goods | 1. 


Srom 9 March 1855 


DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances do. do. 11. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 1! per cent. On 
deposit of Goods 12. 


Jrom 5 April 1855 


DISCOUNT: Private Bills and Notes at or within three months 11 per cent. Government 
Acceptances do. do. 10. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 10 per cent. On 
Goods 11. 


Jfrom 10 May 1855 


DISCOUNT: Private Bills and Notes at or within three months 10 per cent. Government 
” Acceptances do. do. 9. 
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INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 9 per cent. On 
Goods 10. 


from 17 May 1855 


DISCOUNT: Private Bills and Notes at or within three months 10 per cent. Government 
Acceptances do. do. 8. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 9 per cent. On 
Goods 10. 


from 9 August 1855 
DISCOUNT: Private Bills and Notes at or within three months || per cent. Government 
Acceptances do. do. 9. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 10 per cent. On 
Goods 11. 


Jrom 16 August 1855 


DISCOUNT: Private Bills and Notes at or within three months !2 per cent. Government 
Acceptances do. do. 10. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 1] per cent. On 
Goods 12. 


Srom 23 August 1855 


DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances do. do. 11. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 12 per cent. On 
Goods 12. 


JSrom 28 February 1856 


DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances do. do. 10. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 12 per cent. On 
Goods 12. 


JSrom 15 May 1856 


DISCOUNT: Private Bills and Notes at or within three months 11 per cent. Government 
Acceptances do. do. 9. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 11 per cent. On 
Goods 11. 


Jrom 22 May 1856 
DISCOUNT: Private Bills and Notes at or within three months 10 per cent. Government 
~ Acceptances do. do. 7. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 9 per cent. On 
Goods 10. 


Srom 12 June 1856 
DISCOUNT: Private Bills and Notes at or within three months 9 per cent. Government 
Acceptances do. do. 6. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 8 per cent. On 
Goods 9. 
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= Srom 3 July 1856 : 

DISCOUNT: Private Bills and Notes at or within three months 7 per cent. Government 
Acceptances do. do. 4 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 6 per cent. On 
Goods 7. 


from 24 July 1856 | 
DISCOUNT: Private Bills and Notes at or within three months 6 per cent. Government 
Acceptances do. do. 4. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 5 per cent. On 
Goods 6. 


from 21 August 1856 


DISCOUNT: Private Bills and Notes at or within three months 5 per cent. Government 
Acceptances do. do. 3. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 4 per cent. On 
Goods 5. 


from 27 November 1856 


DISCOUNT: Private Bills and Notes at or within three months 6 per cent. Government 
Acceptances do. do. 4. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 5 per cent. On 
Goods 6. | 


from 24 December 1856 


DISCOUNT: Private Bills and Notes at or within three months 7 per cent. Government 
Acceptances do. do. 5. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 6 per cent. On 
Goods 7. 


from 8 January 1857 
DISCOUNT: Private Bills and Notes at or within three months 9 per cent. Government 
Acceptances do. do. 7. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 8 per cent. On 
Goods 9. 


Jrom 22 January 1857 
DISCOUNT: Private Bills and Notes at or within three months 10 per cent. Government 
Acceptances do. do. 8.. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 9 per cent. On 
Goods 10. 


from 29 January 1857 
DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances do. do. 10. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 11 per cent. On 
" Goods 12. 
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from 5 February 1857 


DISCOUNT: Private Bills and Notes at or within three months 14 per cent. Government 
Acceptances having over 15 days to run 12. Do. do. under 15 days to run 10. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 13 per cent. On 

xoods 14. 


Srom 26 February 1857 


DISCOUNT: Private Bills and Notes at or within three months 13 per cent. Government 
Acceptances over 15 days 11. Do. do. under 15 days 9. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 12 per cent. On 
Goods 13. 


from 5 March 1857 


DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances over 15 days 10. Do. do. under 15 days 8. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. du. 1! per cent. On 
Goods 12. | 


from 16 March 1857 


DISCOUNT: Private Bills and Notes at or within three months }1 per cent. Government 
Acceptances over 15 days 9. Do. do. under 15 days 7. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 10 per cent. On , 
Goods 1! 1. 


from 19 March 1857 


DISCOUNT: Private Bills and Notes at or within three months 10 per cent. Government 
Acceptances over 15 days 8. Do. do. under 15 days 6. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 9 per cent. On 
Goods 10. 


from 2 Apnil 1857 


DISCOUNT: Private Bills and Notes at or within three months 9 per cent. Government 
Acceptances over [5 days 7. Do. do. under 15 days 5. Mint Certificates 5.- 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 8 per cent. On 
Goods 9. 


from 16 April 1857 


DISCOUNT: Private Bills and Notes at or within three months 8 per cent. Government 
Acceptances over 15 days 6. Do. do. under 15 days 5. Mint Certificates 5. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 7 per cent. On 
Goods 8. 


from 7 May 1857 
DISCOUNT: Private Bills or Notes at or within three months 7 per cent. Government 
Acceptances at do. do. 5. Mint Certificates 5. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 6 per cent. On 
Goods 7. 
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Srom [1 June 1857 
DISCOUNT: Private Bills and Notes at or within three months 9 per cent. Government 
Acceptances at do. do. 7. Do. do. having 15 days or less to run 7. Mint Certificates 7. 
INTEREST: On Fixed Loans and Cash Credits not exceeding ninety days on deposit of 
Company’s Paper 8 per cent. On Goods 9. 


from 16 July 1857 
DISCOUNT: Private Bills and Notes at or within three months 9 per cent. Government 
Acceptances do. do. 7. Do. do. having 20 days or less to run 5. Mint Certificate 5. 
INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 8 per cent. On 
Goods 9. 


from 21 July 1857 


DISCOUNT: Private Bills and Notes at or within three months |! per cent. Government 
Acceptances do. do. 9. Do. do. 20 days or less 5..Mint Certificate 5. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 10 per cent. On _ 
Goods ! 1. 


Srom 3 September 1857 


DISCOUNT: Private Bills and Notes at or within three months |! per cent. Government 
Acceptances not having more than 30 days to run 9. Mint Certificates 5. Do. do 
having less than 7 days to run, par. 

INTEREST: On Fixed Loans and Cash Credits not exceeding do. do. 10 per cent. On 
Goods 11. 


from 8 September 1857 
DISCOUNT: Private Bills and Notes at or within three months 11 per cent. Government 
Acceptances not having more than 30 days'to run 9. Mint Certificates 5. Do. do. 


having less than 7 days to run, par. 
INTEREST: On Fixed Loans not exceeding do. do. 10 per cent. On Goods 11. 


from 15 October 1857 
DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances not having more than 10 days to run 10. Mint Certificates not having 


more than 10 days to run 10. 
INTEREST: On Fixed Loans not exceeding 90 days 11 per cent. On Goods 12. 


from 22 October 1857 


DISCOUNT: Private Bills and Notes at or within three months 12 per cent. Government 
Acceptances not having more than 30 days to run 10. Mint Certificates 10. 
INTEREST: On Fixed Loans not exceeding do. do. | 1 per cent. On Goods 12. 


from 29 October 1857 


DISCOUNT: Private Bills and Notes at or within three months !2 per cent. Government 
Acceptances not having more than 30 days to run 10. Mint Certificates 10. 
INTEREST: Qn Fixed Loans not exceeding do. do. 11 per cent. On Goods 12. 
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from 19 November 1857 


DISCOUNT: Private Bills at or within three months 12 per cent. Government Acceptances 
do. do. 10. Mint Certificates 6. 

INTEREST: Fixed Loans not exceeding 90 days on deposit of Company’s Paper 11 per 
cent. Cash Credits not exceeding 45 days on do. do. 11. On deposit of Goods 12. 


jrom 14 January 1858 


DISCOUNT: Private Bills at or within three months 11 per cent. Government Acceptances 
do. do. 9. Mint Certificates 5. 

INTEREST: Fixed Loans not exceeding do. do. 10 per cent. On deposit of Goods 11. Cash 
Credits not exceeding do. do. on deposit of Company’s Paper 10. On deposit of 
Goods II. 

from 28. January 1858 

DISCOUNT: Private Bills at or within three months 10 per cent. Government Acceptances 
do. do. 8. Mint Certificates 4. 

INTEREST: Fixed Loans not exceeding do. do. 9 per cent. On Goods 10. Cash Credits 
not exceeding do. do. 9. On deposit of Goods 10. 


from 4 February 1858 
DISCOUNT: Private Bills ai or within three months 10 per cent. Government Acceptances 
do. do. 8. Mint Certificates 4. 
INTEREST: Fixed Loans not exceeding 90 days 9 per cent. On Goods 10. Cash Credits 
not exceeding 45 days on do. do. 9. On Goods 10. 


from 11 March 1858 


DISCOUNT: Private Bills at or within three months 9 per cent. Government Acceptances 
do. do. 7. Mint Certificates 3. 

INTEREST: Fixed Loans not exceeding do. do. 8 per cent. On Goods 9. Cash Credits not 
exceeding 45 days on do. do. 8. On deposit of Goods 9. 


Jrom 29 July 1858 


DISCOUNT: Private Bills at or within three months 8 per cent. Government Acceptances 
do. do. 6. Mint Certificates 3. 

INTEREST: Fixed Loans not exceeding do. do. 7 per cent. On deposit of Goods 8. Cash 
Credits not exceeding 45 days on do. do. 7. On Goods 8. 


Srom 5 August 1858 


DISCOUNT: Private Bills at or within three months 8 pex cent. Government Acceptances 
do. do. 6. Promissory Notes with one name protected. by security of Company's 
Paper 6. Mint Certificates 3. 

INTEREST: Fixed Loans not exceeding do. do. 7 per cent. On Goods 8. Cash Credits not 
exceeding 45 days on do. do. 7. On Goods 8. 


Jrom 12 August 1858 


DISCOUNT: Private Bills at or within three months 7 per cent. Government Acceptances 
do. do. 5. Promissory Notes with do. do. 5. Mint Certificates 3. 
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INTEREST: Fixed Loans not exceeding do. do. 6 per cent. On deposit of Goods 7. Cash 
Credits not exceeding 45 days on do. do. 6. On Goods 7. | 


from 19 August 1858 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. 5. Government Acceptances do. do. 4. Mint Certificates 3. 

INTEREST: Fixed Loans not exceeding do. do. 6 per cent. On deposit of Goods 7. Cash 
Credits not exceeding 45 days on do. do. 6. On Goods 7. 


from 23 December 1858 


DISCOUNT: Private Bills at or within three months 8 per cent. Promissory Notes with 
one name protected by security of Company’s Paper at or within 90 days 6. 
Government Acceptances do. do. 5. Mint Certificates 4. 

INTEREST: Fixed Loans not exceeding do: do. 7 per cent. On deposit of Goods 8, Cash 
Credits not exceeding 45 days on do. do. 7. On deposit of Goods 8. 


Srom 25 January 1859 


DISCOUNT: Private Bills at or within three months 9 per cent. Promissory Notes with 
do. do. at or within 90 days 7. Government Acceptances do. do. 6. Mint Certificates 
5. 

INTEREST: Fixed Loans not exceeding do. do. 8. On deposit of Goods 9, Cash Credits 
not exceeding 45 days on do. do. 8. On deposit of Goods 9. 

: from 27 January 1859 

DISCOUNT: Private Bills at or within three months 9 per cent. Promissory Notes with 
do. do. at or within 60 days 7. Government Acceptances do. do. 6. Mint Certificates 
sf 

INTEREST: Fixed Loans not exceeding GO days on do. do. 8 per cent. On deposit of 
Goods 9. Cash Credits not exceeding 45 days on do. do. 8. On deposit of Goods 9. 


from 15 February 1859 


DISCOUNT: Private Bills at or within three months 9 per cent. Promissory Notes with 
do. do. at or within 60 days 7. Government Acceptances do. do. 6. Mint Certificates 
3. 

INTEREST: Fixed Loans not exceeding 60 days on do. do. 8 per cent. On deposit of 
Goods 9. Cash Credits not exceeding 45 days on do. do. 8. On deposit of Goods 9. 


from 3 May 1859 


DISCOUNT: Private Bills at or within three months 9 per cent. Promissory Notes with 
do. do. at or within 60 days 7. Government Acceptances do. do. 6. Mint Certificates 


INTEREST: Fixed Loans not exceeding 60 days on deposit of Company’s Paper 8 per 
cent. On deposit of Goods 9. Cash Credits not exeeding 45 days on do. do. 8. On 
deposit of Goods 9. 

Srom 23 June 1859 
DISCOUNT: Private Bills at or within three months 8 per cent. Promissory Notes with 
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do. do. at or within 60 days 6. Government Acceptances do. do. 5. ‘Mint Certificates 
ae : 

INTEREST: Fixed Loans not exceeding 60 days on do. do. 7 per cent. On deposit of 
Goods 8. Cash Credits not exceeding 45 days on do. do. 7. On deposit of Goods 8. 


— from7 July 1859 
DISCOUNT: Private Bills and Notes at or within three months 8 per cent. Promissory 
Notes with one name protected by security of Government Paper at or within 60 
days 6. Government Acceptances at or within three months 5. Mint Certificates 4. 
INTEREST: Loans not exceeding 60 days on deposit of Government Paper 7 per cent. On 
Goods 8. Cash Credits not exceeding 45 days on deposit of Government Paper 7. On 
Goods 8. 


from 18 July 1859 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do, at or within 60 days 8. Government Acceptances at or within three months 4. 
Treasury Bills No. 2, 4%. Mint Certificates 3. 

INTEREST: Loans not exceeding 60 days on do. do. 6 per cent. On Goods 7. Cash Credits 
not exceeding 45 days on do. do. 6. On Goods 7. 


Srom I September 1859 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. at or within 60 days 5. Treasury Bills No. 2, 4%. Government Acceptances 
at or within three months 4. Mint Certificates 3. 

INTEREST: Loans not exceeding 60 days on do. do. 6 per cent. On Goods 7. Cash Credits 
not exceeding 45 days on do. do. 6. On Goods 7. 


Jrom 19 January 1860 
DISCOUNT: Private Bills at or within three months 8 per cent. Promissory Notes with 
do. do. at or within 60 days 6. Treasury Bills No. 2, 5%. Government Acceptances 

at or within three months 5. Mint Certificates 4. 
INTEREST: Loans not exceeding 60 days on do. do. 7 per cent. On Goods 8. Cash Credits 

not exceeding 45 days on do. do. 7. On Goods 8. 


Srom 26 January 1860 
DISCOUNT: Private Bills at or within three months 9 per cent. Promissory Notes with 
do. do. at or within 60 days 7. Treasury Bills No. 2, 64%. Government Acceptances 

at or within three months 6. Mint Certificates 4. 
INTEREST: Loans not exceeding 60 days on do. do. 8 per cent. On Goods 9. Cash Credits 

not exceeding 45 days on do. do. 8. On Goods 9. 


from I1 February 1860 


DISCOUNT: Private Bills at or within three months 10 per cent. Promissory Notes with 
do. do, at or within 60 days 8. Treasury Bills No. 2, 734. Government Acceptances 
at or within three months 7. Mint Certificates 5. 

INTEREST: Loans not exceeding 60 days on do. do. 9 per cent. On Goods 10. Cash 
Credits not exceeding 45 days on do. do. 9. On Goods 10. 
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from I March 1860 


DISCOUNT: Private Bills at or within three months !1 per cent. Promissory Notes with 
do. do. at or within 60 days 9. Treasury Bills No. 2, 8%. Government Acceptances 
at or within three months 8. Mint Certificates 5. 

INTEREST: Loans not exceeding 60 days on do. do. 10 per cent. On Goods 11. Cash 
Credits not exceeding 45 days on do. do. 10. On Goods 11. 


from 5 April 1860 


DISCOUNT: Private Bills at or within three months |1 per cent. Promissory Notes with 
do. do. at or within 60 days 8. Treasury Bills No. 2, 734. Government Acceptances 
at or within three months 7. Mint Certificates 4. 

INTEREST: Loans not exceeding 60 days on do. do. 9 per cent. On Goods 10 Cash 
Credits not exceeding 45 days on do. do. 9. On Goods 10. 


from 17 April 1860 


DISCOUNT: Private Bills at or within three months 9 per cent. Promissory Notes with 
do. do. at or within 60 days 7. Treasury Bills No. 2, 6%. Government Acceptances 
at or within three months 6. Mint Certificates 3. 

INTEREST: Loans not exceeding 60 days on do. do. 8 per cent. On Goods 9. Cash Credits 
not exceeding 45 days on do. do. 8. On Goods 9. 


from 26 April 1860 © 
DISCOUNT: Private Bills at or within three months 8 per cent. Promissory Notes with 
do. do. at or within 60 days 6. Treasury Bills No. 2, 53%. Government Acceptances 
at or within three months 5. Mint Certificates 3. 
INTEREST: Loans not exceeding 60 days on do. do. 7 per cent. On Goods 8. Cash Credits 
not exceeding 45 days on do. do. 7. On Goods 8. 


from 3 May 1860 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. at ur within 60 days 5. Treasury Bills No. 2, 4%. Government Acceptances 
at or within three months 4. Mint Certificates 3. 

INTEREST: Loans not exceeding 60 days on do. do. 6 per cent. On Goods 7. Cash Credits 
not exceeding 45 days on do. do. 6. On Goods 7. 


Srom 7 June 1860 


DISCOUNT: Private Bills at or within three months 6 per cent. Promissory Notes with 
do. do. at or within 60 days 442. Treasury Bills No. 2, 3. Government Acceptances 
3. Mint Certificates 3. 

INTEREST: Loans not exceeding 60 days on do. do. 5 per cent. On Goods 6. Cash Credits 
not exceeding 45 days on do. do. 5. On Goods 6. 


from 13 December 1860 


DISCOUNT: Private Bills at or within three months 6 per cent. Promissory Notes with 
one name protected by security of Government Paper at or within 60 days 442. 
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Treasury Bills No. 2, 3. Government Acceptances at or within three months 3. Mint 
Certificates 3. / 

INTEREST: Loans not exceeding 60 days on deposit of Government Paper 5 per cent. On 
Goods 6. Cash Credits not exceeding 45 days on do. do, 5, On Goods 6. 


Srom 24 January 1861 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. at or within 60 days 5. Treasury Bills No. 2, 4. Government Acceptances at 
or within three months 4. Mint Certificates 4. 

INTEREST: Loans not exceeding 60 days on do. do. 6 per cent. On Goods 7. Cash Credits 
not exceeding 45 days on do. do. 6. On Goods 7. 


from 3 Apni 1861 
DISCOUNT: Private Bills at or within three months 8 per cent. Promissory Notes with 
do. do. at or within 60 days 6. Government Acceptances at or within three months 5. 
Mint Certificates 5. 
INTEREST: Loans not exceeding 60 days on do. do. 7 per cent. On Goods 8. Cash Credits 
not exceeding 45 days on do. do. 7. On Goods 8. 


from I August 1861 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. at or within 60 days 5. Government Acceptances 4. Mint Certificates 4. 

INTEREST: Loans not exceeding 60 days on deposit of Government Paper 6 per cent. On 
Goods 7. Cash Credits not exceeding 45 days on do. do. 6. On Goods 7. 


from 12 September 1861 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. at or within 60 days 5. Government Acceptances 4. Mint Certificates 4. 

INTEREST: Loans not exceeding 60 days on do. do. 6 per cent. On Goods 7. Cash Credits 
not exceeding 45 days on do. do. 6. On Goods 7. 


Srom 26 September 1861 


DISCOUNT: Private Bills at or within three months 7 per cent. Promissory Notes with 
do. do. at or within 60 days 5. Government Acceptances at or within three months 4. 
Mint Certificates 4. 

INTEREST: Loans not exceeding 60 days on do. do. 6 per cent. On Goods 7. Cash Credits 
not exceeding 45 days on do. do. 6. On Goods 7. 


from 24 October 1861 . 
Within 30 days. Above 30 days. 
DISCOUNT: On Private Bills and Notes S¥2 6 
Drafts and Bills accepted by Local Banks Uniformrate @ 4% 
Promissory Notes with one name 
protected by security of Government 
Paper or Railway Shares 342 4 
Government Acceptances and Mint 
Certificates Uniform rate @ 2% 
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INTEREST: On Fixed Loans on deposit of 


Government Paper or Railway Shares 4 
On deposit of Goods 5% 
Cash Credits on deposit of Government 

Paper or Railway Shares __. 4 
On deposit of Goods 5% 

) from 13 February 1862 
DISCOUNT: On Private Bills and Notes 644 

Drafts and Bills accepted by Local Banks Uniform rate 


Promissory Notes with one name protected 
by security of Government Paper or 


Railway Shares 4 
Government Acceptances and Mint 
Certificates Uniform rate 
INTEREST: On Fixed Loans on deposit of 
Government Paper or Railway Shares 5 
On deposit of Goods 6Y2 
Cash Credits on deposit of Government 
Paper or Railway Shares 5 
On deposit of Goods 672 
Srom 20 February 1862 
DISCOUNT: On Private Bills and Notes " 7%, 
Drafts and Bills accepted by Local Banks Uniform rate 


™~ 


Promissory Notes with one name protected 
by security of Government Paper or Railway Shares 5¥/2 
Government Acceptances and Mint 


Certificates Uniform rate 
INTEREST: On Fixed Loans on deposit of 
Government Paper or Railway Shares oe 6 
On deposit of Goods 7¥2 
Cash Credits on deposit of Government 
Paper cr Railway Shares 6 
On deposit of Goods 7¥2 
from 27 February 1862 
DISCOUNT: On Private Bills and Notes 8Y2 
Drafts and Bills accepted by Local Banks Uniform rate 


Promissory Notes with one name protected 
by security of Government Paper or 


Railway Shares 642 
Government Acceptances and Mint 

Certificates Uniform rate 

IN TEREST: On Fixed Loans on deposit of 

Government Paper or Railway Shares 7 
On deposit of Goods 8Y2 
Cash Credits on deposit of Government 

Paper or Railway Shares 7 


" On deposit of Goods 8% 
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from 8 May 1862 
DISCOUNT: On Private Bills and Notes 
Drafts and Bills accepted by Local Banks 
Promissory Notes with one name protected 
by security of Government Paper or 
Railway Shares 
Government Acceptances and Mint 
Certificates 
INTEREST: On Fixed Loans on deposit of 
Government Paper or Railway Shares 
On deposit of Goods 
Cash Credits on deposit of Government 
Paper or Railway Shares 
On deposit of Goods 
Jrom 22 May 1862 
DISCOUNT: On Private Bills and Notes 
Drafts and Bills accepted by Local Banks 
Promissory Notes with one name protected 
by security of Government Paper or _. 
Railway Shares 
Government Acceptances and Mint 
Certificates 
INTEREST: On Fixed Loans on deposit of 
Government Paper or Railway Shares 
On deposit of Goods 
Cash Credits on deposit of Government 
Paper or Railway Shares 
On deposit of Goods 
Srom 12 June 1862 
DISCOUNT: On Private Bills and Notes 
Drafts and Bills accepted by Local Banks 
Promissory Notes with one name protected 
by security of Government Paper or 
Railway Shares 
Government Acceptances and Mint 
Certificates 
INTEREST: On Fixed Loans on deposit of 
Government Paper or Railway Shares 
On deposit of Goods 
Cash Credits on deposit of Government 
Paper or Railway Shares 
On deposit of Goods 


N.B. The distinction between the terms of 30 and 60 days was done away with on 28 


August 1862. 


Source Cooke: Banking in India, pp. 116-40. 
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Chapter 8 
The rivals: The Bank of Bengal 
and the Union Bank 


8.1 The period of co-operation 


The government support for the three Presidency Banks did not eliminate 


the threat of competition from other banks or financial institutions. The 
most formidable competition was eventually to be offered by the so-called 
exchange banks—banks which were chartered or registered as joint-stock 
companies in England, and which engaged in exchange operations as well 
as internal banking. A rough division of territory was eventually agreed 
upon by the Presidency and exchange banks—the latter mainly engaging 
in financial operations involving foreign exchange and the former confining 
themselves exclusively to internal banking but sharing at the same time, 
part of that field with the exchange banks and effectively supporting the 
latter with funds when necessary. 

Between about 1833 and 1846 the major rival of the Bank of Bengal was 
the Union Bank, which was a so-called joint-stock bank but was in reality 
a private institution with a large body of partners, all of whom had 


unlimited hability for its debts. 


The Union Bank was established in 1829, in the aftermath of the indigo 
boom of the middle 1820s and the stringency in the money market following 
the first Anglo-Burmese war. Although its main promoter was Mackintosh 
& Co. which already had a ‘house’ bank, the Commercial Bank, the move 
was supported by most of the leading merchants of Calcutta, who felt the 
need for a bank which would not be closely identified with any single 
business house.' The new bank was supposed to fill the gap in the credit 
market left by its senior, the Bank of Bengal. The Union Bank started 
operating on 17 August 1829 with a capital of Rs 15 lakhs.’ 

On 8 November 1830 William Carr, secretary to the Union Bank, 
formally requested the directors of the Bank of Bengal to show him how 
the books of the latter bank were kept so as to effect improvements in the 
system followed at his bank. This request was granted. The directors of the 
Bank of Bengal passed a resolution in December 1830 to short credit the 
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notes of the Unie Bank (that is, to treat them as cash for purposes of 
short-term credit), and this system continued until January 1833. 


8.2 Open rupture in 1833 


An open rift with the Union Bank is first indicated after the Bank of 
Bengal burnt its hands badly in the affair of Alexander & Co. Charles 
Morley, president of the bank, minuted on 5 January 1833 that the receipt 
of the Union Bank’s notes in payment of dues to the Bank of Bengal was 
irregular, and should be discontinued. The two other government directors, 
Barwell and Bushby, concurred with the president. Morley stated his 
reasons at a board meeting: 


Recent events of a painful and appalling nature imperiously call upon us, I think, to 
consider well the authority under which we act, and to fix our serious attention on the best 
means of securing the interests especially committed to our charge. Till very recently, I 
may venture to say that no hazard was supposed to attach to the practice of receiving 
Union Bank Notes limited as they used to be to casual and comparatively inconsiderable 
payments and the relaxation of the Charter to this extent might seem excused by the 
convenience which the public were supposed to derive from it. 

Of late however our Secretary and Treasurer informs me that Union Bank Notes to a 
very considerable extent have been tendered and accepted in satisfaction of Bank dues, but 
as Mr. Udny was justly apprehensive of the consequences which might result from a 
continuance of this irregularity, he requested my opinion upon it and accordingly with the 
concurrence of some other Directors who agree with me in thinking that under present 
adverse circumstances an irregular practice devoid of gain, yet not free from risk, should be 
discontinued, an order to that effect has been passed. 

As Directors of this institution we know nothing of the description of security on which 
the notes of the Union Bank are issued and, therefore, in receiving them, we expose 
ourselves tu the imputation of a blind submission to the proceedings of another and 
separate management, and might thereby greatly aggravate the risks which under an 
anxious desire on the part of the Directors of this Bank to ‘sustain mercantile credit under 
the severe trials of the times, has, I fear, already been incurred to a fearful extent. 


The directors were then informed that the Union Bank would immediately 
arrange for a security of Rs 1,00,000 to be deposited with their bank, 
provided that Union Bank notes continued to be taken as heretofore and 
on the understanding that the amount of Union Bank notes accepted by 
the Bank of Bengal would not exceed Rs 1,00,000 at any time. On 7 
January !833 W. Carr sent a government paper for sicca Rs 1,00,000 to be 
deposited at the Bank of Bengal. ) 

The two institutions drew further apart after this. On 17 April 1833 
Colonel James Young, who had presumably managed to attach himself to 
the Union Bank, informed Bentinck about the effect of the further develop- 
ments of the commercial crisis on the Union Bank: 


We have large transactions ofa real nature, advances on indigo, all covered amply by the 
consigned produce on its way. 

Our transactions not so covered amount to a lakh and a half of rupees, against which we 

set first, 60 shares which they hold (nominally 2500 Rs each, really worth about 2000) in 
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the Bank; and 2nd between 40 and 50,000 Rs part of their indigo advances (secured on 
produce) which we retained lately as an additional security; 3rd our claim on the estate for 
the whole of our balances which if it only yield us a few shillings in the pound must far more 
than suffice. | 
As to immediate ways and means to meet any run today and tomorrow, I trust I am 

amply prepared and that not even the stupidity or hostility of our Calcutta ‘old lady of 
Threadneedle Street’ [meaning presumably the Bank of Bengal] can trouble us. For every 
eleven rupees of possible liabilities—notes, accounts, etc.—I have taken care to hold this 
morning seven rupees, and I have resources beyond if needed. But I do not apprehend that 
we Shall be much troubled. Even.natives are getting wiser and beginning to appreciate the 

difference of stability between large joint-stock and private banks.’ 


On 18 April 1833 a letter from B. Harding (a Bank of Bengal director) 
was read at the board meeting of the Bank of Bengal. Harding pointed out 
that whereas the Bank of Bengal kept a margin of 10 per cent for loans on 
deposit of government paper, the Union Bank kept a margin of 5 per cent, 
so that the latter could lend 5 per cent more on the same value of security. 
According to Harding this was the best business the bank had. He thought 
that since the loans wcre made only for three months, within which prices 
did not fluctuate very much, and since, moreover, the bank was generally 
in a position to realize the interest on the paper (if the borrower defaulted), 
the Bank of Bengal could agree to do business on the same terms as the 
Union. The directors accepted Harding’s recommendation. 

On the same day the Bank of Bengal framed its rules for accounts 
current. The sixth rule laid down: 


The notes of the Union Bank are received and short credited and the sums on realization 
carried out, but the Notes are not realized before, the day subsequent to their receipt. 


In 1834 the relations between the two banks took a decided turn for the 
worse. In a letter dated 25 January 1834 Charles Hogg complained to the 
dircctors of the Bank of Bengal that the latter adhered strictly to the rule of 
not regarding Union Bank notes as cash until they had been presented and 
realized. (A cheque drawn by Hogg was refused by the secretary of the 
Bank of Bengal, because the value of his assets with the bank was calculated 
independently of Union Bank notes, and was found to be less than the 
amount of the cheque.) Almost simultaneously the secretary of the Bank of 
Bengal received the following letter (dated 27 January 1834) from J. 
Young, secretary to the Union Bank: 

Sir, 

I am instructed by the Directors of the Union Bank to request that you will move your 

Directors to return me the lac of rupees in Government paper now deposited with you for 

ah? than a year past, as a security for such Union Bank notes as may come into your 
ands. 

I am further desired to call to your mind the peculiar circumstances under which the 
Bank of Bengal thought it right to refuse our notes; and without dwelling on the time chosen 
or the manner in which that discredit was inflicted on this Bank, I am to propose that now 

-when all panic or apprehension of panic is at an end, and when this Bank has advanced in 
property, and acquired the public confidence, notwithstanding all the difficulties and 
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obstacles thrown on its way the Bank of Bengal shall revert to the course that it pursued 
before the days of commercial discredit. 

Circumstances have occurred within these few days ... that render it imperative on the 
Directors of this Bank to take some steps for preserving the repute and credit for its paper 
with the public, and in particular with parties having occasion to do business with both 
Banks. So long as Union Bank notes are only received on the condition of the previous 
deposit of Government paper, or as individual’s bills, to be credited to parties only when 
realized, the Directors of this Bank cannot think that the respectability of the large 
Joint-Stock Institution under their care is properly preserved by. its managers. As all 
pretext for the Bank of Bengal exacting or the Union Bank submitting to discreditable 
conditions has now ceased, it is earnestly hoped that your Directors will assent frankly to 
return to the original and satisfactory relations between the two Banks. 


The Bank of Bengal directors prornptly resolved that ‘the Government 
Promissory Note for Rs 1,00,000 deposited by the Union Bank be returned’ 
and that it be intimated to its directors that after | March 1834 the Bank of 
Bengal would restrict the receipt of bank notes to those of its own issue; but 
that in the meantime Union Bank notes would be received as cash, in 
order that the public might not be inconvenienced through ignorance of 
the contemplated change of practice in respect of Union Bank notes. 

This notice, affixed to the bank books of the bank’s constituents, was 
circulated on | February 1834 and elicited a protest (dated 6 February 
1834) from a body of Calcutta merchants headed by A. Rogers.* The 
merchants threatened that if the Union Bank received and paid the notese 
of both banks while the Bank of Bengal dealt only in its own currency they 
would, for the convenience of their business, deal with the bank which 
gave them the least trouble and limit their transactions with the Bank of 
Bengal to matters absolutely unavoidable, especially as long as ‘the favouring 
Regulations of Government gave its notes a monopoly of employment’. 

Again, at the meeting of the board of the Bank of Bengal dated 12 
February 1834 the directors resolved: 


In reference to the statement signed by the Chairman of the Union Bank and, published 
in the Calcutta newspapers of the 10th instant, ordered that the Secretary do write to the 
Secretary of the Union Bank noticing that there is no mention in the statement of a verbal 
proposition made by the Directors of the Bank of Bengal to the Directors of the Union 
through its Chairman, for an arrangement by which the Union Bank might obtain certain 
facilitics or accommodation in consideration of the withdrawal ofits notes from circulation. 


However, W.W. Bird, a government director, thought the letter would be 
premature. R.H. Cockerell, the chairman of the Union Bank by whom this 
appeal to the public had been signed, was also a director of the Bank of 
Bengal, and as the proposition was made through him he could, according 
to Bird, have no objection to rectifying the omission now that it had been 
brought to his notice, without the necessity of any written intimation from 
the Bank of Bengal. (It is interesting to note that Cockerell was present at 
this meeting but did not record any minute of dissent.) 

Nor were the directors of the Bank of Bengal swayed by the threat of 
Rogers and his friends, but gave the following reply on 15 February 1834: 
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After deliberate reconsideration of the subject they feel themselves bound to adhere to the 
resolution already promulgated by them, viz., for the future after a given period to confine 
the note receipts of the Bank of Bengal to the Papers of its own issue. 

In coming to this determination, the Directors have been influenced as well by a 
consideration of the interests immediately committed to their charge, as by a regard for the 
convenience of the public, which.they are convinced will be most permanently promoted 
by restricting as far as possible the Bank Note circulation of Calcutta to the Paper of one 
Bank of issue only. 

The Directors have been guided in their judgment by what they must consider the very 
best criterion the experience of the last ten years, during which they have found many of the 
Bank's severest pressures to have arisen not from errors which their own management 
could have guarded against, but from panics affecting the uncertain circulations of the 
existing Private Banks which were invariably dependent on the Bank of Bengal for the 
means of withstanding the shocks to which they were from time to time exposed. 

‘These shocks had not only the effect of distressing the mercantile community to the 
extent of the withdrawal of private circulation but by forcing out silver from the Bank of 
Bengal to sustain private credit, they to a great degree took away from that establishment 
the means of supplying the deficient currency. 


The directors argued that only a bank which enjoyed the full confidence 
of the government could afford to have a note circulation, since mercantile 
credit in Calcutta was liable to such wide fluctuations and was so little 
supported by ‘permanent capital’. Furthermore, the Bank of Bengal had 
the means of entirely supplanting the note cifculation of insecure private 
banks. Hence, the bank had adopted the course which was prudent both 
from its own point of view and from the point of view of the general public. 
However, in their anxiety to revive credit the Bank of Bengal directors 
made liberal overtures to the Union Bank. 


In consideration of a withdrawal of Union Bank Notes from circulation, the Directors of 
the Bank of Bengal offered to that establishment an amount of accommodation to more 
than duuble the extent of its notes ordinarily outstanding and on terms the easiest the Bank 
had ever dealt. 

This offer the Union Bank did not accept and doubtless inadvertently did not publish, an 
omission which the Directors of the Bank of Bengal have requested may be, and which of 
course, will be rectified. 


A similar letter had already been despatched to the Union Bank by 12 
February 1834. ‘That bank’s secretary sent an angry reply on 17 February 
1834. He argued that the Union Bank had hardly any alternative, given 
the decision of the Bank of Bengal which seemed to imply that it would no 
longer accept the Union Bank’s notes as cash even for short-term credit 
purposes. 

The directors of the Bank of Bengal received a further petition from A. 
Rogers and other constituents of the two banks: 


The pressures which have borne hard upon Calcutta for the last ten years and of which 
you speak cannot be traced to the Union Bank which has not yet existed for five years. The 
true source of these evils is that ruinous political event the Burmese War, which (among 
other appalling distresses traceable to it) involved the holders of a fifth of the Bank of 
Bengal Stock [meaning the government] and as we are informed placed your Bank in a 
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difficult position and forced you to apply for and obtain aid from a private bank to enable 
you to go on; the Union Bank has never ... been indebted to your Bank for substantive aid in 
any ‘run’ although the Bank of Bengal itself contributed in a great measure to one of those 
panics by suddenly discrediting the Union Bank Currency ... . 

As to cashing Company's paper, granting unexceptionable discounts and hitherto 
taking Union Bank notes—these were not favours, but things in the regular course of 
business, seeing that they are of undoubted credit and also observing that you have taken 
the notes of every Private Bank in Calcutta and those of Raj Kissore Dutt’s among the rest. 
The Union Bank has now worked thro’ nearly five years of unprecedented commercial 
distress and ... it has come out not only unscathed but in high credit and with even a fair 
profit. The Union Bank is a Joint Stock company similar in principle to the Bank of Bengal, 
but with one or two important differences; each shareholder of the Union Bank is liable to 
the utmost farthing he possesses for all engagements of the bank while the Bengal Bank 
shareholders are only responsible by their charter for the amount of their individual 
shares ... we are well satisfied with the credit of the Union Bank and content to transact 
business with it and its currency. Why should the Bengal Bank oppose or disturb us in this 
matter? No political event can affect the Union Bank while the renewal of the Charter may 
possibly withdraw one-fifth of the shareholders of the Bengal Bank and with them the 
unjust monopoly of the circulation of the interior. 


The Bank of Bengal directors stood their ground. They refuted the 
charge that the bank at any time received ‘as cash the Notes of the India or 
Raj Kissore Dutt’s Bank’. They also denied that the bank was ever forced 
to apply for silver to private banks. They did admit to the receipt of silver 
from these establishments. However, 


the object of its transmission was to enable the Bank to continue these loans to these very 
parties, which under the rule of the Charter providing that the Bank (should) hold hard 
cash to the extent of at least one-fourth of its notes in circulation would otherwise have 
been impossible. 


(ihe minute book of the bank for the month of May 1825 records that 
Alexander & Co. were willing to send into the bank specie worth one lakh 
of rupees and take in exchange an equal amount of notes of the bank 
provided the bank would grant them a loan of Rs 3 lakhs on deposit of 
Company’s paper for three months certain. The bank accepted the offer. 
This happened during one of those periods when the bank was unable to 
grant any loan to the public because of the limits imposed by the charter.) 

The Union Bank and the Bank of Bengal, both regarded the proposal 
made in 1836—to establish a general Bank of India controlled from 
London—as a threat to their existence. The proposal was mooted by such 
leading British (and East India) merchants as Thomas Baring and G.G. 
de H. Larpent and some old friends of Dwarkanath Tagore (the moving 
spirit behind the Union Bank by then) such as William Little of Ricards, 
Little & Co., Aeneas Mackintosh and John Deans Campbell. An indirect 
result of this proposal was a sixfold increase in the capital of the Union 
Bank, an increase that forced it into unwise speculations in exchange 
operations and enormous investments in indigo. The Bank of Bengal also 
reacted to the move by increasing its capital. But this common threat from 
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the stillborn Bank of India, instead of bringing the two rivals together, 
exacerbated their competitiveness. For example, the Union Bank opened 
a branch at Mirzapore soon after the Bank of Bengal opened a branch in 
that city. The Bank of Bengal branch at Mirzapore was closed soon after 
the Union Bank closed its branch in that town. 


8.3 Renewed negotiations for co-operation—and their failure 


In 1840 Thomas Bracken, formerly of Alexander & Co., succeeded G. 
Udny as the first non-official secretary of the Bank of Bengal. This 
presumably encouraged G.J. Gordon, formerly of Trotter Gordon & Co. 
and Mackintosh & Co. and at the time secretary of the Union Bank, to 
write a letter (dated 6 February 1840) to the Bank of Bengal, proposing 
that he would open, on behalf of the Union Bank, a deposit account of 
Rs 10 lakhs with 4 per cent Company’s paper. Against this he would draw 
up to Rs & lakhs and the remaining would be left over to cover the Bank of 
Bengal for ‘any engagements of the Union Bank’, including receipt of the. 
notes of the latter. ‘The directors decided to postpone any decision on so 
important a matter until the vacancy in government direction caused by 
the departure of Dorin was filled up. On 8 April 1840 Gordon again wrote 
to Bracken, openly proposing that the notes of the Union Bank be accepted 
by the Bank of Bengal. The Union Bank’s capital had expanded rapidly 
between 1835 and 1839, raising it from sicca Rs 15 lakhs to Company Rs | 
crore, and its dividend was already suffering.° This may have becn the 
prod behind the overtures made by Gordon. 

The arguments with which Gordon supported his case were rather 
specious and the threats made were also obvious and hollow.’ The Bank of 
Bengal directors had little difficulty in rejecting his overtures. According 
to Gordon, the check put upon the note circulation of the Union Bank 
induced It to increase its capital in order to accommodate the demand for 
credit. The proposal for a general Bank of India had also spurred on 
both the Union and the Bank of Bengal to increase their capital. 

Gordon argued further that just at that time there was not enough 
demand for credit so that the capital stocks of the two banks (plus Rs 30 to 
40 lakhs of deposits with the Union) and the note-issue limit of the Bank of 
Bengal remained underutilized, particularly since the latter was ‘restricted 
in the nature of its dealings by less flexible rules’. However, if the Union 
Bank found the demand for its credit outstripping its capital it would 
increase its capital again. The move would have to be followed by the 
Bank of Bengal to the detriment of both the institutions. 

According to a memorandum prepared by Gordon, in February and 
March 1840 the Union Bank had received Rs 1,33,44,388 worth of Bank of 
Bengal notes. The directors of the latter bank scrutinized the past corres- 
pondence and also the highest and lowest values of Bengal Bank note 
circulation immediately before and after their refusal to accept Union 
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Bank notes as cash, These data did not indicate any detrimental effect of 
their decision on the note circulation (see Table 8.1). 


Table 8.1 

Bank of Bengal notes in circulation May 1833-May 1835 (Sicca Rs) 
Month Highest Lowest Month Highest Lowest 
1833 1834 
May 1,27,17,702 1,22,68,303 June 1 ,36,00,978 1 ,28,32,438 
June 1 ,27,99,963 94,605,052 July 1,39, 15,304 98,58, 13) 
July 94.04,512 84,55,005 August 1,04,05,696 96, 18,004 
August 9942514 85,29,193 September 1 ,08,98,403 1,01,99,125 
September 90,21, 368 $6,59,690 October 1 08, 12,932 92,98.145 
October 89, 26,538 81,27,376 November 96,96,473 89,31 ,706 
November 1 ,02,31,121 86,34,739 December 1,01,95,701 93, 74,352 
December 1,01 ,83,536 90,70,519 
1834 1835 
January 1,01,48,279 93,62,471 January 1 ,22,00,622 | ,03,06,463 
Kebrnary 1,05, 78,956 90,84,031 February 1,16,05,029 1,03,37,501 
March 1,09,08,452 96,69,084 March 1,10,60,484 1,03,04,558 
April 1,17,31,329 1,05,98,690 April 1,14,55,683 1 04,08, 763 
May 1,27,72,158 1,17,94,907 May 1 ,23,89,867 ] ,02,33,873 


‘The Bank of Bengal directors knew that the decision in 1834 to dis- 
continue the earlier practice with Union Bank notes had effectively limited 
the latter’s circulation. In the meanwhile, the latter had grown to be a 
morc formidable competitor owing to the large increase in its capital. With 
continued government and, consequently, public backing of the Bank of 
Bengal notes the directors could safely ignore Gordon’s threat that the 
Union Bank might refuse to accept Bengal Bank notes. 

However, the Bank of Bengal proposed that the Union Bank should 
discontinue the issue of its own notes on being supplied with 10 lakhs of 
rupees—or double the amount of the circulation of the Union Bank at the 
time—in Bank of Bengal notes on a deposit of Company’s paper or a 
similar security to that extent, at a rate of interest 2 per cent lower than 
that charged to the public. This offer was turned down. Instead, the Union 
Bank proposed that the Bank of Bengal should give its rival a loan of Rs 25 
lakhs for three years certain and not then terminable without six months’ 
notice, at 2 per cent per annum. This proposal was obviously unacceptable 
to the Bank of Bengal. Dwarkanath Tagore suggested to Gordon that the 
Bank of Bengal would probably agree to open a cash credit, instead of a 
permanent loan, for the Union Bank of the value of Rs 20 lakhs, to be 
operated upon as the Union Bank might require and upon the usual 
deposit of government paper, but at a rate 242 per cent lower than the 
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current rate from time to time on such accounts. Gordon then put forward 
this proposal to Bracken (on 13 May 1840). 

Threughout the negotiations the Union Bank stuck to a figure of 
Rs 30,600 (calculated by James Young) as the profit it derived from its 
note circulation. According to Gordon, before the failures of the agency 
houses the circulation was upwards of Rs 13 lakhs, but it had fluctuated 
between Rs 5 and Rs 7 lakhs in more recent years; ‘in the current season 
it was from Rs +4 to 5 lakhs’. The Union Bank would have to 
deposit Rs 11 lakhs worth of 4 per cent government securities to obtain the 
loan of Rs 10 lakhs, and it might obtain only 142 per cent (when the 
lending rate was 8 per cent, because the Bank of Bengal would charge 51/2 
per cent and 4 per cent was the interest on government securities) on Rs 10 
lakhs, or say, Rs 15,000. 

The directors of the Bank of Bengal now authorized the secretary to 
grant a loan of Rs 15 lakhs to the Union Bank at a rate 2¥2 per cent lower 
than the current rate on loans on deposit, renewable every 3 months 
except under any extreme pressure on the money market from political or 
other causes. 

In the meanwhile, on 11 May 1840, the Union Bank secretary had 
issued a circular stating it to be the intention of that bank not to reissue 
Bengal! Bank notes except to parties who received Union Bank notes, and 
then only for payments to the Bank of Bengal itself, the Treasury, or for 
remittances to the mofussil. 

This led to a discussion among the Bank of Bengal directors regarding 
the utility of conducting any further negotiations with the Union Bank. 
Some demanded that Union Bank directors formally resolve on the exact 
terms of the truce. At this juncture the Bank of Bengal directors received a 
formal resolution of the Union Bank directors. The Union Bank wanted a 
cash credit up to Rs 15 lakhs, to be secured by a deposit of government 
paper at a rate of interest 2/2 per cent lower than the current rate of 
interest on loans on deposit of government paper but never to exceed 4 per 
cent. The Union Bank directors also wanted the agreement to be more or 
less indissoluble, except at three months’ notice and that too under 
specified conditions. They further wanted their bank to be compensated 
(in case of termination of the agreement) by the Bank of Bengal engaging 
to receive the notes of the Union Bank at short credit as soon as the 
agreement was terminated. 

The Bank of Bengal wanted important modifications to these propcsals. 
It wanted the cash credit converted into a fixed loan at the end of three 
months. It also agreed that the loan would be renewed, in good faith, at 
three-month intervals, in the usual course of business. However, the 
directors of the Bank of Bengal wanted the agreement to be terminable 
under an emergency according to their own judgement, but at three 
months’ notice. Nor would they pledge themselves to receive Union Bank 
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notes on termination of the agreement. On 22 May 1840 Gordon wrote to 
Davidson, rejecting the modified terms of the Bank of Bengal, and the 
hostilities. went on. 

Throughout these negotiations William Prinsep, who was a partner of 
Carr Tagore & Co. and a director of the Bank of Bengal, tried to argue the 
case of the Union Bank but received little support from his colleagues. 
There was, obviously, some fear that the Union Bank might try to influence 
the Bank of Bengal policy by capturing seats on its board. On 30 May 
1840, for instance, the secretary of the Bank of Bengal drew the attention of 
the directors to the fact that G.J. Gordon, secretary to the Union Bank, 
held Rs 1,58,000 worth of shares of the Bank of Bengal and could legally 
hold only Rs 2000 more of equity, but an application had been made for 6 
or 7 more shares in the name of A.G. Paterson, assistant secretary to the 
Union Bank. And while ‘assistant secretary’ might be a mere description 
of Paterson’s business and calling though he was entitled to hold the 
shares in his own right, in fact Paterson would hold them solely for the 
Union Bank. ‘The use of his name would help evade the seventh clause of 
the charter. The directors minuted that the transfer should be recorded 
solely in the name of A.G. Paterson, without the appellation, assistant 
secretary. 


8.4 The years ef competition, 1840-43 


A situation of keen rivalry continued to prevail between the Bank of 
Bengal and the Union Bank from then, but by 1843 the latter was already 
involved in a crisis because of the failure of its major constituents and the 
unscrupulous behaviour of its management. On 11 June 1840 G.J. Gordon 
of the Union Bank wrote to Bracken suggesting that indigo in transit 
should be charged at least | per cent higher than indigo in deposit in 
Calcutta, and specifically that 8 per cent could not be too high a rate for 
the former. The directors of the Bank of Bengal decided to defer any 
decision until the season was more advanced. 

in November 1840 the Union Bank proposed to the Bank of Bengal that 
the rates of interest should be increased, in view of the increased demand 
for money. But the Bank of Bengal directors turned down the proposal— 
even after Gordon informed them that his bank had raised its rates of 
interest. In February 1841 Gordon again wrote to the Bank of Bengal, 
stating that the Union Bank had raised its rates of discount and wondered 
whether the former would follow suit. The Bank of Bengal directors 
resolved that ‘the consideration of raising the rates be deferred for the 
moment’, that is to say, they again rejected Gordon’s overtures towards 
collusive rate-fixing. 

It would appear that the Bank of Bengal determinedly pursued a cheap 
money policy—effectively resorting to undercutting the Union Bank— 
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throughout the years 1840 and 1841. For example, on 4 May 1841 the 
secretary reported to the directors: 


Parties indebted to the Union Bank on-security of Company’s paper (and which loans the 
Union Bank positively refuses to renew) are applying to this Bank for accommodation on 
this paper, which is delivered by the Union Bank Sircar, who received the money by which 
means loans, which the parties find difficult to pay off, are shifted from the shoulders of the 
Union Bank to ours. 


The secretary pointed out that the bank’s advances on Company’s 
paper already amounted to Rs 93 lakhs. Since the rate of interest on such 
loans was only 642 per cent and the demand for money in the mofussil 
great, many people including bazaar shroffs found it expedient to deposit 5 
per cent Company’s paper, borrow from the bank and send the money out 
to the mofusstl. One of the directors, D. Ainslie, wanted an account of the 
change in the loans on Company’s paper resulting from the reduction in 
the rate of interest from 7 to 642 per cent (which took place in April—the 
rate of interest had been raised in March from 6 to 7 per cent). According - 
to the seeretary the 642 per cent rate was not sufficiently high to deter 
people from making fresh applications or induce them to pay off the loans. 
The bank was already out of rule and should not further encumber itself 
with loans which the borrowing parties were -not able to pay off to the 
Union Bank and which it in turn might not be able to pay off to the Bank of 

“Bengal either. However, the directors refused to resort to the ‘extreme 
measure’ of refusing loans on deposit of Company’s paper. 

The question of the rates of interest charged by the bank came up again 
on | December 1842. The secretary pointed out that the rates of interest 
charged by the bank were 2 to 3 per cent lower than those charged by the 
Union Bank, that there was an active demand for accommodation and 
that there was likely to be a further increase in the demand in a few weeks 
because of payments to be made by the public to the Treasury on various 
heads. He ordered that the rates on ‘goods deposited’ be raised by 1/2 per 
cent and the discount on private bills by 1 per cent. The proprietory 
(commercial) directors objected to a man to the raising of the rate of 
interest on private bills; some also thought that the higher rate of interest 
was applicable only to loans on deposit of indigo or silk. A. J. de H. Larpent 
and H.B. Henderson objected to any raising of rates of interest. On 15 
December 1842 the secretary pointed out the anomaly of interest rates on 
loans secured by deposits of indigo, opium, salt, metals being as high as, and 
on twist, piecegoods, silk, sugar, cotton, etc. being higher than, the discount 
on private bills. He recommended that they should be so adjusted as to 
conform to the usual bank practice of keeping a difference of at least 1 per 
cent between loans against indigo, metals, etc. and private bills. The 
directors resolved, however, to make no changes but await further develop- 
ments, and asked the secretary to urge upon borrowers the necessity of 
paying their loans when due and to discourage the system of renewals. 
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Obviously, the interest of the commercial directors as borrowers overrode 
their interest as proprietors (cf. section 7.4). 

In March 1843 the Union Bank again entered directly into the decision 
processes of the Bank of Bengal. Dorin pointed out that the Bank of Bengal 
was out of rule and wanted something to be done about it. He judged that 
Rs 120 lakhs was the safe limit for the issue of bank notes and the bank’s 
difficulties sprang from exceeding that limit by a considerable margin. D. 
Ainslie, a commercial director, argued, however, that the Bank of Bengal 
was then the sole bank of issue and, ‘owing to the unsettled state of the 
Union Bank’s affairs’, was almost ‘the sole bank of deposit for the moment’. 
He argued that if the bank could have a circulation of Rs 120 lakhs ten 
years ago its present circulation need not frighten the directors, even 
though the bank was out of rule by about Rs 25 lakhs. After all the bank 
held Rs 60 lakhs worth of government securities directly and Rs 7/2 lakhs 
worth of bullion and could count on Rs 2 lakhs of lost bank notes staying 
lost, in addition to its cash balance. 

With the increasing difficulties in which the Union Bank found itself 
involved from now on, little is heard about the competition from that bank. 


8.5 The impact of the fall of the Union Bank 


The Union Bank tormally stopped all operations in January 1848. The 
fall of the Union Bank had a significance extending far beyond the 
elimination ofa rival of the Bank of Bengal. lt meant the end of the effort in 
Calcutta at building up modern manufactories, transport companies and 
plantations under the direction of a mixture of Indian and British entre- 
preneurs, with capital coming mainly from the Indians, which Dwarkanath 
Tagore and his friends had assiduously promoted from about 1833-34.8 
The enterprises collapsed or were transferred in an altered character to 
exclusive European control.” Government patronage and easy access to 
markets in and technology from London proved crucial in this transfer. To 
Indian capitalists in Calcutta the costly experiment forcefully proved that 
government patronage and European markets and technology were 
practically closed to them. The fall of the Union Bank also resulted in 
a large loss of capital for many of Calcutta’s wealthy businessmen. A 
number of those who had escaped, the holocaust caused by the agency 
house collapses of 1830-34 were impoverished and some were ruined by 
the failure of the 1840s. Some who had burned their fingers in the earlier 
failures suffered again from the new epidemic of stoppages which were 
bunched in 1842 and 1847.'° 

These failures completed the process of elimination of Indians from the 
list of the big borrowers of the Bank of Bengal. Wealthy Indians found 
mercantile operations as junior partners of European entrepreneurs much 
too costly. The experience of the Union Bank also taught the Bank of 
Bengal management, better than any text-book on banking could have 
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done, the dangers of tying up any part of its capital in illiquid assets and of 
not securing the title to property mortgaged to it absolutely. The Union 
Bank experience was also an object lesson in how not to ) engage in 
exchange banking. 

The story of the rise and fall of the Union Bank has been related 
copiously in contemporary—partisan and investigative—accounts, and in 
numerous other books written later.'' The bank opened for business in 
1829"? with a capital of Rs 12 lakhs (each share was worth sicca Rs 2,500 
so that only 480 shares out of a projected | ,000 were taken up at first). The 
capital remained at Rs 15 lakhs up to 1835. ‘The capital stock, note 
circulation and dividends of the bank were as given in Table 8.2. 

The bank went through a phase of rapid expansion of its capital stock 
between 1835 and 1839, and especially between 1838 and 1839 when 
within a space of hardly eighteen months the capital stock was expanded 
by Rs 54,77,000. Dwarkanath Tagore and his friends seem to have played 
a major role in this expansion. The augmentation of capital seems to have 
been dictated both by a desire to take the place of the old agency houses as 
suppliers. and mobilizers of capital and as a means of financing, directly or 
indirectly, a large number of innovative schemes in which Tagore and his 
friends weic involved. These concerned the floating of new companies 
such as the Calcutta Steam Tug Association, the Steam Ferry Bridge 

Company, the Bengal Tea Association and the financing and expansion of 

such ventures as coal mining in Ranigany, salt manufacture by modern 
methods (this was primarily the venture of George Prinsep but it was 
powerfully supported by Tagore). Tagore’s firm, Carr Tagore & Co., 
acted as the managing agents of many of these companies and partners of 
this firm, along with other friends of Tagore, served as directors of the 
Union Bank. The initial impetus for the expansion of the bank’s capital 
stock was provided by the availability of capital and the perceived need for 
credit on the part of the new enterprises. But once the capital was 
expanded and the new enterprises proved to be refractory the need to 
employ the bank’s resources and pay a satisfactory rate of dividend to its 
shareholders drove the bank management to adopt questionable lending 
policies. 

A decisive change in the lending policies of the Union Bank seems to 
have occurred in September 1839 with the appomtment, as bank secretary, 
of George James Gordon—an old partner of the bankrupt house of 
Mackintosh & Co., with which Dwarkanath Tagore himself had been 
associated. 


The close of this year witnessed the introduction of that pernicious system of advances 
upon indigo factories, other blocks, and the personal security of the borrower, which so 
deeply preyed upon the vitals of the Bank... .° 


In the same year the deed of partnership of the bank was altered to enable 
the directors to issue bank post bills for cash. The misuse of this facility on 
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Table 8.2 
Umon Bank 1835-47: capital stock, dividend and note circulation 


Date or Year Capital stock Dividend Note circulation 
(in Rs) (per cent (nRs a p) 
per annum) for 
preceding 
half-year 
15 July 1835 15,00,000 10 5,26, 145- O- 0 
15 January 1836 21,60,000 10 
15 July 1836 21,60,000 12 7,05,175— 7-5 
April 1837 32,00,000 14 5,01,218— 3- 2 
January 1838 40,00,000 12 4,57,855— 8- 3 
(for the 
full year) 
May 1838 80,00,000 
15 January 1839 80,00,000 1] 
15 July 1839 94,77,000 8 4,74,839- 8-10 
1840 —_ 1,00,00,000 7 7,48,629-— 6- 8 
(for the (on 31 December 1840) 
full year) 
16 January 1841 do 9 
17 July —-: 1841 do 9 3,596,855 ‘ 
15 January 1842 do 10 
16 July 1842 do 8 1,43,975 
21 January 1843 do 8 
15 July 1843 do 8 1,81 ,930 
20 January 1844 do 7 
21 july 1844 do 7 2,20,975 
18 January 1845 _ 1,00,00,000 7 
19 July 1845 do 7 2,05,525 
17 January 1846 do qs 
18 July 1846 do 7 1 23,380 
16 January 1847 do 7 
17 July 1847 do 7 55,910 


SourcE Cooke: Banking tn India, pp. 171-86. 
NOre The figures are in sicca Rs only for 1835 and in Co. Rs thereafter. 


a large scale by W.P. Grant and Cockerell & Co. in its last two years 
sounded its death knell (see table 8.3). 

In the driving necessity to employ its capital as profitably as possible, 
and suffering from an inability to expand its note issue, from 1840 the bank 
also engaged in exchange business with London and Singapore.'* Exchange 
business in the form of bills was risky enough for purely British enterprises 
which had members of the same family or clan looking after both the 
Indian and English sides of the business, as the bills would be drawn at ten 
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Table 8.3 
The value of post bills issued by the Union Bank 1&4 I-48 


Date Value of post bills (Rs) 
17 January 1841 6,597,243 
19 July 1841 5, 44,226 
17 January 1842 1,73,975 
18 July 1842 N.A. 
21 January 1843 N.A 
17 July 1843 1,60,000 
18 January 1844 2,49,906 
20 July 1844 3,48, 128 
20 January 1845 N.A. 
19 July 1845 4,58,718 
20) January 1846 2,73,045 
16 July 1846 10,77,378 
14 January 1847 13,51,777 
17 July 1847 27,72,166 
17 January 1848 23,75,000 


SOURCE Friend of India, 6 April 1848. as cited by Allen's Indian Mail, 25 
May 1848, p. 295. 
. 
months’ sight and the actual price in England of the goods supporting the 
bills might be totally different from the assumed price in Calcutta or 
Bombay. But when the Indian owners of the capital in Calcutta had 
nobody at all representing them in England exchange business was nothing 
short of a desperate gamble. In the fateful year of 1840 the directors also 
established ‘a new class of cash credit accounts’ which in effect gave 
unlimited credit on personal security to the agency houses managing 
indigo production, backed by any assortment of collateral securities. 


Unlike the Scottish system, however, money was drawn as needed and repaid as it became 
available. This violated the deed of the Union Bank, which prohibited loans for over four 
months, but it was circumvented by permitting the borrower to pay interest every three 
months and to renew the loan." 


All this was happening at a time when the biggest debtors of the 
bank—Fergusson Brothers, Gilmore & Co., Cockerell & Co., Carr Tagore 
& Co.—were invariably represented in the bank direction. In 1842 Fergusson 
Brothers and Gilmore & Co. and several other concerns failed, immobilizing, 
in the process, more than Rs 60 lakhs of Union Bank funds lent on 
mortagages on indigo factories and sugar works and for the supply of 
working capital to support production in these factories.'® 

If the directors and managers of the Union Bank had faced facts even in 
1843, written off the losses on account of the insolvent firms and stopped 
the advances on the mortgage of indigo factories and other real estate (very 
often with questionable titles), the bank might still have survived, though 
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with a panes capital stock. Instead, the secretary and directors of the 
bank now began to practise plain dishonesty and dissimulation on a vast 
scale. To start with, secretary G.J. Gordon handed over to W.S. Smith, a 
member of Gilmore & Co. and a director of the Union Bank, the title deeds 
to the Naraincoory Colliery and the coal stored in the depots which 
Gilmore & Co. had pledged to the bank as collateral security. When 
Gilmore & Co. failed Smith handed the deeds over to the assignees, 
leaving the Union Bank without any security. In December 1843 Gordon 
was succeeded by James Calder Stewart, also a former partner of Mackintosh 
& Co. Stewart tried to stop the more obvious forms of dishonest transactions 
but could do nothing about further locking up, under various guises, the 
bank’s capital and its deposits in indigo factories. 

Before we turn to the last days of the Union Bank it is important to 
answer the question why Dwarkanath Tagore should have supported and 
protected G.J. Gordon, W.F. Fergusson (of Fergusson Brothers), William 
Prinsep and others of a similar stamp against a substantial section of the 
shareholders who opposed large-scale advances to indigo factories and 
many other dubious practices of the bank. Fergusson Brothers, Gilmore & 
Co., Boyd & Co., Bruce Shand & Co., Cockerell & Co., Colville, Gilmore and 
Co., and similar firms and their partners, who easily moved in and out of the 
insolvency court, certainly benefited from the indigo advances and dubious 
exchange operations of the Union Bank. But Tagore probably lost rathér 
than gained financially from the Union Bank’s operations in the last five 
years of its existence. In the business environment of Calcutta in those 
days it was probably impossible to engage in any large-scale business 
venture of an innovative kind without seeking European co-operation, 
even if the capital was supplied mainly by the Indians. This was particularly 
so because in Calcutta, unlike in Bombay, the Indians had no direct 
business connections abroad. The Europeans served as their window on 
the world, however murky the panes of that window were. Secondly, for 
launching or carrying on many of these enterprises—such as steamboats 
in inland waters, the steam ferry bridge connecting Calcutta and Howrah, 
the establishment of a tea plantation in Assam, coal mining in Raniganj, 
manufacture of salt—government patronage or permission was crucial. 
Tagore’s European associates—William Prinsep, James Young, T.E. Turton 
(later Sir Thomas Turton), W.F. Fergusson and so on,—played a very 
important role in securing government support at crucial stages. Of 
course, the control of practically all the surviving enterprises launched by 
Tagore passed into European hands—but that is part of the larger story of 
increased domination of all large-scale business in Calutta by the 
Europeans in the middle of the nineteenth century. 

There 1s evidence that by 1843, when he went to England for the first 
time, Tagore had become wary about the operations of the Union Bank. 
He is quoted as stating that the latter had entered into transactions ‘at 
variance with the proper practice of banking’.'’ He then systematically set 
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about getting rid of his Union Bank shares. By 1845 he had only a few 
shares of the bank left in his possession. He converted most of his wealth 
into Zamindans to be held for his sons in trust'* and when the, Union Bank 
crashed his sons lost only small sums as shareholders.'® (Their major 
losses occurred because of the failure of Carr Tagore & Co.)?° 

Unable to restrain the rampant directors who had by then been resorting 
to large-scale falsification of accounts and paying dividends to shareholders 
out of the deposits of the Union Bank, Stewart resigned the secretaryship 
at the end of 1846. Even before that, W.P. Grant, who held the exalted 
position of Master in Equity (of the Supreme Court) carrying a salary of 
Rs 4,000 per month, had become the dominant influence in the bank. He 
not only carried to further lengths the practice of granting unlimited credit 
to indigo agencies but also resorted to the large-scale issue of post bills 
(which became in effect short-term loans raised by the bank at very high 
rates of interest) in order to finance his own operations in Calcutta and 
London (see Table 8.3). In September 1847 Cockerell & Co. and Colville . 
Gilmore & Co., two of the bank’s biggest debtors, failed, leaving little else 
except debts behind them. Even the few assets of Cockerell & Co. were 
sold at rock-bottom prices to satisfy the creditors of the Lor:don house of 
Cockerell Larpent & Co., to which Cockerell & Co. of Calcutta was 
heavily indebted.?' 

In January 1848 the Union Bank suspended operations. In a series of 
complicated manoeuvres European creditors and‘ shareholders of the 
bank—many of whom had been the leading culprits in defrauding it in 
various ways—succeeded in setting up a Committee of Management of 
the Union Bank in liquidation. This Committee’s task was to apportion 
the payments to be made by the shareholders of the bank for liquidating its 
debts. This it did in an arbitrary fashion, so that three wealthy Indian 
shareholders—the two Dey brothers and Raja Nursingchandra Roy (the 
youngest son of Maharaja Sookmoy Roy)—found themselves saddled 
with a total payment of Rs 7,50,000. Europeans were assessed much lower 
amounts (only two were assessed at Rs 1,00,000 each) and some of them 
‘bought’ their own debts at very low prices. 

The fall of the Union Bank exposed more than one distinguished 
criminal among the Europeans. Sir Thomas Turton, Ecclesiastical Registrar 
of the Supreme Court (and a past Acting Advocate-General of the Govern- 
ment of India), and his assistant were found guilty of defalcations of 
property of widows and intestate persons entrusted to their care amounting 
to about Rs 15 lakhs. But problems arose because the East India Company’s 
government appeared to have no jurisdiction over Turton, an officer of the 
Crown. After spending a few months in jail and engaging in a lucrative 
practice while there, Turton got off rather lightly.77 W.P. Grant (who was 
the son of Sir J.P. Grant, Puisne Judge of the Supreme Court, and brother 
of a future Lieutenant-Governor of Bengal), Master in Equity and 
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Examiner of the Supreme Court, lost his highly-paid job. But no 
criminal proceedings were taken against him, even though he had been 
instrumental in the issue of Union Bank post bills with an intent to defraud 
his creditors.” 

All these instances of European criminals or would-be criminals getting 
away scot-free, very often with their ill-gotten fortunes, shook whatever 
confidence wealthy Indians in Calcutta had in their ability to collaborate 
with Europeans on profitable terms. 

Paradoxically enough, as business houses collapsed there was often an 
accession to the deposits and business of the Bank of Bengal: the assignees 
or trustees deposited the money realized from the assets of insolvent 
estates in the bank or borrowed money from it by depositing govern- 
ment paper or other unimpeachable securities. The liquidators of the 
Union Bank obtained a loan from the Bank of Bengal in 1849 on deposit of 
government paper. Of course, the liquidation of the rival bank left the 
Bank of Bengal the sole purveyor of organized credit in Calcutta and its 
hinterland since the Agra Bank or other banks which mushroomed in the 
1840s either operated in areas which the Bank of Bengal left alone or 
engaged in business which the latter bank considered unsound or risky, if 
it was not already prohibited by its charter. 

A bizarre footnote to the collapse of the Union Bank was provided by 
the case of D.M. Gordon as he appears in the minute books of the Bank of 
Bengal. D.M. Gordon,” who had been a director of Carr Tagore & Co. 
since 1840 and had succeeded Tagore as a director of the Union Bank in 
1842, was formally censured by the board of the Bank of Bengal on 3 
February 1848. Gordon, it appeared, had sat on the latter board from 13 
December 1847 to 30 January 1848, on the presumed ownership of three 
shares of the Bank of Bengal. But he had actually transferred one of the 
three shares as far back as 3 April 1847 and thereby disqualified himself 
from being a director under section 15 of the charter of 1839. The fall of the 
Union Bank by no means finished the business career of D.M. Gordon in 
Calcutta. He founded Gordon Stuart & Co., in partnership with James 
Stuart in 1848, and this firm kept the Bengal Goal Company and the 
Calcutta Steam Tug Association (both promoted originally by Dwarkanath 
Tagore) under its control until 1867. 


NOTES 


I. In his Banking in India (p. 177) Cooke wrote that the Union Bank ‘p:incipally owed its 
existence to the Proprietors of the Commercial and Calcutta Bank, who, in order to make 
room for it, by mutual consent, contracted their circulation’. Kling, however, attributes 
the founding of the bank exclusively to the partners of the Commercial Bank, that is, 
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essentially those associated with Mackintosh & Co. See his Partner in Empire, p. 42. 

Cooke seems to be more right here: in the meeting held on 26 May 1829 a Committee of 
twentyfour was appointed to decide on matters relating to the actual organization of 
the proposed joint-stock bank, members of which Committee included T. Bracken, a 
partner of Alexander & Co., John Palmer, a partner of Palmer & Co., Radhakissen 
Mitter, banzan of Fergusson & ‘Co. (and son-in-law of Ramdulal Dey). See Das Gupta: 
The Days of John Company, pp. 378, 383-85. 


. Cooke: Banking in India, p. 177-78. See also note 12 below. 
. Philips: Correspondence.of Bentinck, vol. ¥1, letter 579, from Young to Bentinck, Calcutta 


17 April 1833. 


. The co-signatories of A. Rogers were: 


Cockerell & Co. John Lowe 

Bathgate & Co. W. Turner 

W. Carr & Co. Shri Joynarayan Paul Chowdhury, zamindar 
A. & G. Apcar Shri Joy Sinha Roy, zamindar 

R.C. Jenkins & Co. Muller Ritchie & Co. 

Jenkins Low & Co. John D. Smith 

Geo. Vint Jessop & Co. 


Bruce Shand & Co. 
William Cobb Hurry 
Dwarkanath Tagore 
William Storm 
Sheddon & Co. 
Gilmore & Co. 


Mackenzie Lyall & Co. 


F.F. Fergusson 


Colville Gilmore & Co. 


Tulloh & Co. 
J. Llewelyn 
G;. Shearwood 


Gibson Mckellar & Co. 


Ranken & Co. 
Dykes & Co. 

W. Greenaway 
Tho. Allardice 

J. Spence 
Hamilton & Co. 
Pittar & Co. 

W. Thacker & Co. 


J.N. Roberts 

Fran Mendes 

Walter Roussac & Co. 
Thos. De Souza & Co. 
R. Scott Thomson 
Samuel Smith 

F.H. Burkinyoung 
John Hastie 

Wm. T. Gibbon 

T. Ostell 

J. Homfray 

TJ. Phillips 
Cossinauth Bose 
Henry Rigby 

Lieut. Engnrs. 

J.J. Dixwell 
Macintyre & Co. 
John Palmer 


Attorney for shareholders 


Wilson Frith & Co. 
Willis & Earle 


. Kling: Partner in Empire, pp. 201-02. 
. Cooke: Banking in India, pp. 179-80. 
. The following quotation, from his letter dated 8 April 1840, will provide a flavour of 


Gordon’s arguments: 


‘At the low ebb at which private credit stood in the beginning of 1834 it might have 
been unsafe for the Union Bank to reciprocate the discrediting of Bank notes of the Bengal 
Bank. But what would be the consequences if such a system were now to be acted 
upon? Some inconvenience and some expense doubtless must be incurred by the 


10. 
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Union Bank in making payments for its constituents to the Treasury, but if instead of 
re-issuing as it now does two lakhs of Bengal notes per diem it was to send that amount 
to be cashed, or if it were to refuse Bank of Bengal notes altogether, the injury that 
would be done-to the circulation of the Bank of Bengal would be more serious than any 
loss to her circulation that would possibly follow the reception of the Union Bank Notes 


‘As to the expediency of having only one Bank of Issue, whatever opinion may have 
prevailed 7 years ago, I suppose no one will now hesitate to admit that in as far as the 
public is concerned every Monopoly, whether in Banking or other matters, is injurious. 
With respect to Banks in particular it is dangerous because it is only by a Bank that 
possesses a monopoly of issue that overissues, as endanger the stability of the money 
market, can take place. Excess of paper circulation cannot subsist where two Banks are 
constantly engaged each in throwing back the paper of the other’. 


. For the full story of Dwarkanath’s enterprise, see Kling: Partner in Empire, chapters 


I-VI, VITI-1X. 


. For the story of the absorption of the Bengal Tea Association in the London-based 


Assam Company see H.A. Antrobus: A History of the Assam Company 1839-1953 
(Edinburgh, T. and A. Constable Ltd., 1957); for the story of how government 
patronage ultimately helped build up steamship companies controlled from London 
but operating in Indian waters and on the Indian coast see Thorner: /nvestment in 
Empire; H.T. Bernstein: Steamboats on the Ganges (Bombay, Orient Longman, 1960); and 
Headrick: The Tools of Empire, chapter 8. 

The Dey brothers (the sons of Ramdula! Dey) provide one of the most glaring cases of 
loss of capital twice over through the crises of the 1830s and 1840s. In 1830, when — 
Palmer & Co. became insolvent, Ashutosh Dey became an assignee of its estate. In 
time, A.J. de H. Larpent of Cockerell & Co. also became an assignee of that estate and 
deposited the money collected as an assignee in his own firm. When Cockerell & Co. 

failed Dey was held responsible both for the assets and the interest due on the lost 
principal of the estate of Palmer & Co. The broad principle on which the Chief Justice 
of the Supreme Court of Calcutta delivered his judgement (on 11 March 1848) was 
that ‘where a trustee is negligent, and forbears to exercise a proper supervision over his 
co-trustee, he must suffer the consequences, and make good the loss that may result 
from the acts of his associate ... .’ (Allen’s Indian Mail, no. 100, 2 May 1848, p. 260. See 
also, Allen’s Indian Mail, no. 102, p. 324.) Thus, Ashutosh Dey suffered a severe 
financial loss twice—first as a creditor of Palmer & Co., and the second time as a 
sleeping trustee or assignee of the estate of the same bankrupt firm (his liability was 
assessed at Rs 2 lakhs). The Dey brothers suffered an even more severe loss in the case 
of Union Bank. Just before the collapse of that bank they had sold off the thirteen 
shares they held in it but failed to get them registered. When the Committee of 
Management (consisting exclusively of Europeans) made its assessments the two 
brothers were assessed at Rs 3 lakhs each, and had to pay up. In fact, the designing and 
delinquent European managers of the bank forced the Dey brothers to bail them out. 
But this was made possible through the laziness and ignorance of the two millionaire 

brothers. See Kling: Partner in Empire, pp. 221-22. 


. For contemporary accounts see J.C. Stewart: Facts and documents relating to the affairs of 


the Union Bank of Calcutta (Calcutta, 1848); A.J. de H. Larpent: Facts Explanatory of the 
Connection of the Late Firm of Cockerell & Co. of Calcutta with the Union Bank (Calcutta, 
1848); ‘Union Bank of Calcutta’, Bankers’ Magazine, May 1848; Allen’s Indian Mail, nos. 
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21. 


22. 


23. 


24. 


96 (6 March 1848), 101 (25 May 1848), 102 (2 June 1848), 104 (4 July 1848), 105 (26 
July 1848), 107 (22 August 1848), 112 (2 November 1848) and 115 (20 December 
1848). For later accounts see Cooke: Banking in India, pp. 177-200, Chowdhury: Growth 
of Commercial Agriculture in Bengal, pp. 111-20, and Kling: Partner in Empire, chapter IX. 


. In his Banking in India Cooke gives the date of opening as 17 August 1829, but Kling: 


Partner in Empire, gives it as 28 September 1829 on the basis of contemporary newspaper 
accounts. 


. Cooke: Banking in India, p. 179. 
. On the rationale for engaging exchange business as given by Dwarkanath Tagore and 


Theodore Dickens, another influential shareholder of the Union Bank, see Kling: 
Partner in Empire, p. 203. 


. Kling: Partner in Empire, p. 206. See also, Cooke: Banking in India, pp. 188-89. 
. Cooke: Banking in India, p. 191; Kling: Partner in Empire, p. 209. 
. See F.H.H. King: Survey our Empire: Robert Montgomery Martin: A Bio- Bibliography (Hong 


Kong, Centre of Asian Studies, University of Hong Kong, 1979), p. 175. 


. Dwarkanath and Prasanna Kumar Tagore’s knowledge of British Indian law helped 


them to protect their property from predatory Europeans; at the same time, many 
wealthy Indians were enmeshed in the toils of designing Europeans because of their 
ignorance of the laws relating to property and contract. 


. Klirig: Partner in Empire, p. 212. 
. For the statement of accounts of Carr Tagore & Co. in liquidation, and of the scheme 


for its winding up, see Englishman, 5 April 1848, as quoted by Allen’s Indian Mail, 25 May 
1848, pp. 294—96. 

For a statement of how Cockerell Larpent & Co. had appropriated the post bills of the 
Union Bank and how its creditors enforced their claims against Cockerell & Co. of 
Calcutta see Morier Evans: The Commercial Crisis, 1847-48, Appendix, pp. V - XXII. 
Allen’s Indian Mail, vol. V1 (1848), pp. 225, 230, 297, 324, 422, and vol. VII (1849), pp. 
398, 450, 579-82, 679. 

See zbid.,.vol. VI (1848), no. 106, pp. 451, 456-60. Another case of financial criminality 
in high places around the same period was that of W.H. Bolst, Registrar of the Bengal 
Secretariat, against whom a true bill of forgery was found in January 1849 for obtaining 
money on false pretences from the government. See zbid., vol. VII (1849), p. 142. 

See Kling: Partner in Empire, pp. 78, 80, 189, 208, 219, 235, 238, 240, 241, for the career 
of D.M. Gordon and of Gordon Stuart & Co. 


Chapter 9 


The organizational set-up, 1809-1859 


9.1 The office set-up of the Bank of Bengal, 1809-19 


In 1809 the organizational set-up of the Bank of Bengal was identical to 
that of the Bank of Calcutta. The new bank simply took over the establish- 
ment of the Bank of Calcutta. This setup was outlined in the letter from the 
government to J.W. Sherer, dated 27 February 1806, and formed the basis 
tor establishing the Bank of Calcutta (see Table 9.1). 


Table 9.1 
The personnel of the Bank of Bengal, 1809 


Officer or Employee Total salary per 


One secretary and treasurer 800 
One bookkeeper 300 
One Portuguese writer 100 
Three native writers 100 
One khazanchee or cashkeeper 300 
Podars — 120 
Shroffs and purkyers 80 
Bengali writers 80 
Accountants 80 
Coolies, darwans, & c. 20 
Peons 20 

2,000 


NoTE The terms ‘native writers’, purkyers, etc. are as in the original. 


Besides these salaries and wages the bank spent Rs 300 per month on 
rent for its premises. There was also a provision of Rs 200 for contingencies. 
The total] establishment cost thus came to Rs 2,500 per month or Rs 30,000 
per year, the figure at which it was fixed by the first charter. It will be 
noticed that the salaries of the two European officers alone—the secretary 
and treasurer and the bookkeeper, who was called the accountant and 
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later, in the Bank of Bengal days, the head accountant—made up more 
than half of the total salary bill. (It is not clear whether the Portuguese 
writer was one who could read and write Portuguese or one who had to be 
a Portuguese by nationality as well, so we have not included his salary in 
the salary bill of Europeans. This post does not occur in the organizational 
setup of 1826.) 

The first khazanchee was Ramchandra Roy, the eldest son of Maharaja 
Sookmoy Roy. Ramchandra was given the honorific title of Raja by the 
Company’s government soon after (Buddenath (Baidyanath) Roy, the 
third son of Maharaja Sookmoy was also given the same title later). The 
khazanchce was the highest-paid Indian and controlled the khazanchee’s 
department under, of course, the authority of the secretary and treasurer. 
We get some idea of the salary structure of the Indian clerical staff from a 
statement of the secretary and treasurer prepared in 1826; some of the men 
appointed in 1806 were still with the bank and their initial salaries were 
givcn—revcaling that many of these salaries had not changed in the 
intervening years. ‘The second highest paid Indian in 1806 appears to have 
been Ramruder (Ramrudra) Soor in the ‘English Office’ of the bank, who 
was paid a salary of Rs 70 per month—a salary that did not change over 
the next twenty years. (Soor was 45 in 1806.) Ramchunder Doss in the 
same department also joined on | May 1806 at the age of 26, at a salary of 
Rs 30 per month. In the next twenty years his salary was increased once, 
by Rs 10, so that he received Rs 40 per month in 1826. 

In the native accountant’s department of 1826 served Needheeram 
(Nidhiram) Dutt, who had joined the bank in May 1806 at the age of 28 at 
a salary of Rs 20. He too received just one increment of Rs 10, in 1814. 
Roopchund Seit, who served as a mohurer in the khazanchee’s department 
in 1826, had also joined the bank in (806, at the age of 30 on a salary of 
Rs 12 per month. His salary was increased in 1822 by Rs 13 per month. 
Again, Sibchunder Seit, another mohurer in the same department in 1826, 
joined the bank in May 1806 at the age of 30 on Rs 12 per month, and tll 
1826 his pay was increased once by Rs 8, in 1822. 

It appears that in 1806 an Indian clerk was lucky if he got more than 
Rs 20 per month, and the majority probably received salaries of Rs |2 or 
so. The darwans, peons, of course, would have got much less. 

The salaries paid to Indians performing equivalent duties in the Govern- 
ment Bank in Madras established in the same year as the Bank of Calcutta 
appear to have been higher, although in the Madras bank too salaries paid 
to the European officers accounted for the lion’s share of the establishment 
cost (which was considerably higher than that initially provided for the 
Bank of Bengal). 

The basic structure of personnel as outlined by Bentinck for the Govern- 
ment Bank was as follows:' 
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Officer or employee Salary 


(pagodas per year) 
Sub-director and treasurer 10,000 
Sub-treasurer and secretary 3,600 
Cashier 3,600 
Deputy cashier 1,800 
Native establishment 2,400 
Total 21,400 


The structure of the native establishment was as given in Table 9.2.’ 

Taking the exchange value ofa Madras (star) pagoda’ as sicca Rs 34, 
the shroffs of the Government Bank, who might be taken as the equivalents 
of the podars, earned betwecn Rs 28 and Rs 35; thus the modal clerical 
salary in the Madras Government Bank was higher than in the Bank of 
Bengal. Even the mouchy (or cobbler), who presumably performed the 
functions of a bookbinder, obtained more than his counterpart in the Bank 
of Bengal., viz. the duftery. The head cashkeeper, corresponding to the 
khazanchee in the Bank of Bengal, had a lower salary, but his duties also 
appear to have been less onerous since there were four European ollicers 
set above him instead of his being accountable only to the secretary and 
treasurer, as in the case of the Bank of Bengal. 

In any case, the Indian khazanchee of the Bank of Bengal did not enjoy 
his munificent salary for long. In September 1813, ‘while granting an 
increase in the salary of Henry Tyler and five other employees, the 
directors reduced the salary of the khazanchee, whose job, according to 
them, was ‘a perfect sinecure’. In July 1817 Tyler obtained another 
increment of Rs 150 in his salary, but it was agreed that this would be a 
personal allowance which would not be necessarily granted to the next 
incumbent. The khazanchee Raja Ramchandra Roy, worked ona salary of 
Rs 200 until 1824, when Muddenmohun Sein (Madanmohan Sen) 
succeeded him to the post. But the khazanchee was also paid a commission 
of 5 per cent on the amount of profits derived by the bank from private bills 
discounted: this came to an average of Rs 215 per month in the years 
1824-25. 

In December 1818 the directors passed a resolution prohibiting the 
issue of notes which were cut or the watermark of which was not distinctly 
visible. This necessitated the expansion of the establishment by the 
following staff: 
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Total salary 
(sicca Rs) 
per month 
1. Register and Examiner of notes 150 
2—4. Three English writers at Rs 30 each 90 
5-8. Four mohurers at Rs 20 each 80 
9. Duftery 8 
10. Pressman 8 
11-12. Two coolies at Rs 4 each 8 
Rs 344 
Table 9.2 
Native establishment of the Government Bank, Madras, 1806 
Name of the office Names of incumbents Salary per 
month (pagodas) 
1. Head cashkeeper G. Sesachellum 60 
2. Second cashkeeper —_ 30 
3—6. Five shroffs: Singum Chitty 10 
Ramah Chitty 10 
Moodoo Pusha Chitty 8 
Sadapah Chitty 8 
Goroomoty Chitty 8 
7. Bookkeeper and assistant to | 
the cashier. Daniel Chuston 40 
8-11. Writers: a 
(1) In the sub-director’s office John Moses 30 
(11) } In the secretary’s George Robertson 15 
(111) [ office William Cox 20 
(iv) In the cashier’s office Joseph Rodgers 12 
12. Mouchy Vanketty Ram 3 
13-24. Twelve golahs: Mooloo Naick 3 
Perumal 2-22 
Samy 2-22 
Ganganah 2-22 
Appoo 2-22 
Soobaroy 2—22 
Ramah Sawmy 2-00 
Gundappah 2-00 
Vanketty 2-00 
Vanketty Sawmy 2-00 
Rangay 2-00 
- Curry Kistnah 2-00 
Water-woman _ 2-00 


NOTE See facing page. 
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This in turn necessitated an increase in the maximum permissible 
establishment charge under the charter from Rs 30,000 to Rs 40,000 per 
year. The sum allowed by the revised charter of the bank which came into 
operation from August 1822 was Rs 50,000 per annum. 


9.2 Organization and personnel policy around 1826 

A full idea of the supervisory and clerical establishment of the bank as 
on | January 1826 is obtained from a statement submitted by the secretary 
and treasurer in April 1826. This is set out in a schematic form in 
Statement 9.1. 

The statement of the establishment in 1826 was submitted by the 
secretary and treasurer, C.T. Glass, under the direction of the board of 
directors. The latter’s decision seems to have been provoked in turn by 
general complaints about increases in the duties of employees not 
compensated by increases in salaries. The secretary also wanted the 
directors to consider any increase in the establishment that might be 
required to ‘prevent reason for complaint in future of that detention to 
exceeding late hours which [had] become usual but which formerly did not 
exist’. The secretary submitted statements of bank notes printed, bills 
discounted and loans granted in support of his contention that there had 
been a great increase in business after the revision of the charter. The, 
workload had also increased because of the substitution ofa new description 
of bank note paper for the old ones and because of an increased issue of 
small notes. Some idea of the increase in business is provided by Table 9.3, 
which is based on a selection of the secretary’s data. 


Table 9.3 
Bank of Bengal: Number of bills discounted, loans granted, cheques issued, and bank notes outstanding in 
1809 and 1825 - 


Salary Goven- Private Loans Treasury Loan Cheques Bank 


bills = mentbills bills @ granted notes  obliga- notes out- 
notes tions (a) standing 
1809 1688 261 227 506 459 496 284 =—-:11,627 
1825 1574 340 807 792 482 1825 1394 50,89] 
1826 
(January and 


February) 294 78 247 211 469 146 267 = 52,507 


NOTE (a) Probably denotes the government securities bought and sold by the bank. 


Note to Table 9.2 

NOTE Golahs or Gollas were the great pastoral caste among the Telugus. Under the Nawabs they 
had the privilege of guarding and carrying treasure. The same tradition was carried into the 
Government Bank. See E. Thurston and K. Rangachari: Castes and Tribes of Southern India 
(Maaras, Government Press, 1909), vol. II, pp. 284-85. 
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The duties of Henderson, the head accountant, comprised the prepar- 
ation of statements of weekly and monthly balances and monthly statements 
of profits and losses, keeping the private papers circulation book and 
marking the securities passed for discount or otherwise by the directors, 
the preparation of bank notes, the examination of powers of attorney, etc. 
presented at the bank, the examination and marking of receipts of dividends, 
preparing and keeping a register of all bonds and letters of indemnity to 
the bank, the examination and certification of lists of shareholders of the 
bank, the registration of share transfers, drafting formal! official letters for 
the approval and signature of the secretary, keeping papers for submission 
to the directors and attending courts of justice on behalf of the bank. 
Keeping track of papers for discounting sometimes involved translation 
from languages of ‘foreign Europe’. 

While Henderson was eloquent in the description of his duties, 
Gooroopersaud Bose was laconic. His duties consisted of general super- 
intendence and execution of orders both in and out of the bank. He was 
apparently well known to the directors since he was all the time being 
called upon to execute some order of theirs. 

The khazanchee, Muddenmohun Sein, took personal charge from the 
treasurer every morning of the securities, salary and private bills, etc. and 
sent out his podars to recover the money on loan or biJls due for payment. 
~The khazanchee also took charge of the new bank notes from the treasurer, 
exchanged bank notes for specie, taking down the particulars of the appli- 
cants for such exchange, especially if they wanted to exchange notes of 
Rs 500 and upwards. He had also to examine cancelled bank notes brought 
in from the Treasury, and to attend to applications from any person who 
claimed to have lost half or whole bank notes. Individuals applying for 
loans made their propositions known to the khazanchee and delivered the 
securities to him. He had to examine the accuracy and propriety of the 
endorsements on the securities so tendered. Similarly, government bills of 
exchange, salary bills, private drafts, notes, etc. tendered for discounting 
were all examined by the khazanchee for the accuracy and authenticity of 
the endorsements and the documents. In addition, he had to examine and 
certify the character, places of abode, circumstances and credibility of the 
drawer, drawee, endorser and endorsee of the private securities. The 
khazanchee paid similar attention to Nagree Aundis tendered for dis- 
counting and got them translated (by an assistant that he employed at his 
own charge) from the explanations of the Nagree munshi. He also attended 
to all cases of full or part repayments of loans made by individuals. He 
received from the treasurer the securities released after such repayments, 
giving his receipts from the same and returning them to the individuals 
entitled to have them back, taking their receipts in acknowledgement 
thereof. Finally, he reported in detail to the treasurer all the transactions of 
the bank. With this report he delivered to the treasurer all the securities 
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received in deposit for loans granted, showing and explaining the nature of 
endorsements on each of them as they were entered in the list by the 
treasurer, getting passes for payments made from the bank on the preceding 
day signed by the treasurer and comparing and checking them together 
with the account exhibiting the balances of each day. 

The mere enumeration of these duties is enough to indicate that while 
Henderson probably had more executive duties and had the competence 
of a superior scribe, there was no comparison between the responsibility 
borne by the khazanchee and that borne by the European head accountant; 
the khazanchee’s responsibility could be compared only with that of the 
secretary and: treasurer whose salary was anywhere between seven and 
a half to ten times that of the khazanchee, depending on the former’s 
position in the civil service ladder. (The government paid a part of the 
salary of the secretary and treasurer as long as he was a civil servant.) The 
khazanchee’s salary was half that of the head accountant, and even after 
taking into account the earnings from commussions the net earnings of the 
former would probably fall short of those of the latter. (The khazanchee 
paid for at least one assistant out of his own pocket, if not for others.) 
Moreover, it was not long before the head accountant was also allowed to 
engage in private business. 

There was extreme discrimination between European and Indian 
employees in respect of both base salaries and increments. We have 
already noticed how Tyler’s salary was repeatedly raised whereas Raja 
Ramchandra Roy’s was reduced. From the information given in the report 
of the secretary in April 1826 it appears that the bank pursued the policy of 
paying the lowest wages possible to its Indian employees and keeping 
thein on those wages as lorig as possible. Such a policy was, of course, 
feasible because British rule had created an economic and social environ- 
ment in which one of the wealthiest men of Calcutta (viz. Maharaja 
Ramchandra Roy) would agree to serve on a salary of Rs 200 per month 
and where applications for the khazancheeship would be received from 
some of the wealthiest and best educated men of Calcutta. The British had 
brought about this situation by denying all superior government jobs to 
Indians and by enforcing rules of the game under which contact with 

‘sahebs’ at whatever cost would make for the material advancement of the 

‘natives’. At one extreme we have the case of Henderson, who joined on 8 
January 1824 as acting head accountant on a salary of Rs 300, was 
confirmed as head accountant on |] March 1824 ona salary of Rs 350 and 
given an increment of Rs 50 in October 1824 with retrospective effect 
from July 1824, and was clamouring for yet another increment in January 
1826. At the other extreme was the case of Ramruder Soor in the same 
office who joined the bank on 1 May 1806 at the age of 45 on a salary of 
Rs 70 and was still serving the bank in 1826 on the same salary. The 
remarks about Soor by the secretary are worth quoting: 
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Has served the Bank near twenty years without increase of allowance unless indeed 
employment of his second son to succeed his first (and on the same salary) who died in 1824 
may be considered as such, while he himself has been held responsible and has taken care 
that the young man has properly done his duty. 


It may be noted that Esserchunder (Iswarchandra) Soor, son of Ramruder, 
received a salary of Rs 25; he was 17 when he joined the bank. 

Indeed, it was the practice of the bank to ‘compensate’ an Indian 
employce when he was incapacitated by old age or when he died and had 
served the bank faithfully or when his workload had increased beyond 
reason, by employing a relative of his as an assistant on a low pay. In this 
way the bank ensured loyalty at a small cost. Thus, for example, when 
Goluck (Golak) Bose of the English office died in 1824, after serving the 
bank since its beginning and leaving ‘his family quite destitute’ (in the 
words of the secretary), his son, Nubokissen (Nabakrishna) Bose (aged 17 
years in 1824) was appointed (in September 1824) as an apprentice ona 
pay of Rs 10 per month and was still serving the bank as an apprentice in 
1826 on the same wage. In August 1826 Rammohun Mozemdar 
(Majumdar) succeeded his father who had been with the bank since the 
beginning and whose salary had contined to be the Rs 20 he had received 
ten years back. The secretary was constrained to note that even the 
Commercial Bank paid better salaries to its two receipt bookkeepers 
(Rs 16 and Rs 12 respectively) than the Bank of Bengal which paid its 
single receipt bookkeeper (in the khazanchee’s department) Rs 8 only per 
month. The khazanchee recommended and the secretary endorsed the 
recommendation that the bank should also engage two receipt bookkeepers 
at Rs 16 and Rs 12 respectively. The bank treated Gooroopersaud Bose 
better than most of its other Indian employees. Bose was engaged in 
February 1814 ona salary of Rs 110 per month and obtained an increment 
of Rs 40 in April 1823 although he did not ‘solicit’ the increment. On that 
date Goorsopersaud, who had almost lost the use of his right hand from 
palsy, requested that his nephew, Prawnnath Bose, then 24 years old, be 
appointed as his amanuensis and assistant on a salary of Rs 50; this 
request was granted. 

The secretary admitted that the work required of its employees by the 
bank had increased enormously in recent times so that many of them had 
to stay up to 7 p.m. in the evening and beyond. But he wanted to increase 
he number of employees at low salaries rather than raise the pay of 
existing employees, though in a few cases such increases were also 
recommended. The most noticeable increase was recommended in April 
1826 for the khazanchee’s office. This is detailed as follows: 


(Rs per month) 
A deputy khazanchee 100 


One assistant 25 
Two more assistants on Rs 20 each 40 
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First receipt bookkeeper (with an 


increase of Rs 8 in his salary) 16 
Second receipt bookkceper }2 
An additional podar 10 
Additional expenditure _ 203-8 = 195 
An increase of Rs 2 in the salary of 
of each of the 9 podars 18 
Rs 213 per month or 
Rs 2,566 per year. 


Of this amount, Rs 1,032 was already charged as contingent expenses (for 
temporary appointments, etc.). Thus the net increase would be Rs 1,524 
per year. All the recommended increases would still leave a large gap 
between the permitted establishment charge of Rs 50,000 and the actual 
charge. 

The bank directors were, in general, not in favour of giving pensions to 
Indian employees. Thus, in April 1817 the directors resolved that a 
duftery who had become incapacitated due to age could not be given a 
pension but could be retained on a salary of Rs 3 per month while being 
exempted from duties. In his place a new duftery was to be appointed. Itt 
April 1826 the secretary noted that Surroop Chunder Bose of the English 
Office (then 46 years old) had become an invalid owing to constant illness 
although he was still employed by the bank; he recommended that a small 
pension be given to Surrogp Chunder. We do not know whether this 
recommendation was accepted. 


9.3 The appointment of Ram Comul Sen as khazanchee 


Maharaja Ramchandra Roy, the first khazanchee of the bank, died on 
24 May 1825.* But Muddenmohun Sein, then 35 years old, had already 
taken over as khazanchee on 4 October 1824. His tenure in office was not 
long. On 27 October 1832 Gunganarain Sein (Ganganarayan Sen), a 
nephew of Muddenmohun Sein, informed the bank, on his uncle’s instruc- 
tions, that the latter was so ill that he could no longer serve as the 
khazanchee and would like his nephew to succeed him. Gunganarain was 
prepared to furnish the required security as he had served for a long time in 
the late Military Paymaster General’s and Military Accountant’s offices, in 
both of which his father Jugget (Jagat) Sein-had long been native head 
accountant. Gunganarain Sein also pleaded that the appointment ofa new 
khazanchee, unconnected with Muddenmohun Sein, would occasion a 
change in all the subordinates in his office, which would be a major 
disaster to them. The directors were willing te take Gunganarain only as a 
temporary substitute while Muddenmohun was ill, but not on a permanent 
basis. 
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On 4 November 1832 Muddenmohun Sein died. ‘The bank called for 
applications for the post of khazanchee, and applications were received 
from the following men: 


1. Gunganarain Sein 10. Ruggooram Gossain 
2. Boolychand (Balaichand) 
Bysack 11. Sibchunder Ghose 

3. Beenursing (?) Mullick 12. Prosonno Coomar Tagore 

4. Ramsabuck Mullick 13. Rajkisto (Rajkrishna) Bysack 

5. Sreekissen Bysack 14. Aushootos Day 

6. Hurrakissen Paul Promothonath Day 

7. Radamadub Bonnerjee 15. Ramcomul Sein (Ram Comul 
Sen) 

8. Surroopchunder Mullick 16. Suttukinkar Ghosaul (Satya- 
kinkar Ghoshal) 

9. Collychurn (Kalicharan) 


Dutt 17. Debnarain Ghose 


Even a casual glance at this list reveals that the applicants came from 
some of the wealthiest families of Calcutta. In Radamadub Bonnerjee,° 
Prosonno Coomar Tagore® and Ram Comul Sen families and individuals 
with close connections with English education were represented. Ram 
Comul Sen was selected by the directors from among those eminent 
applicants. Just before joining the bank he had been employed as Bullion- 
keeper, Cashier and Native Accountant of the Calcutta Mint. He produced 
glowing testimonials from R. Saunders, Mint Master, and especially from 
H.H. Wilson, then Assay Master of the Calcutta Mint. Wilson, in fact, 
gave a short resume of Ram Comul Sen’sccareer.’ The testimonial is worth 
reproducing in full; it does not appear to have been reproduced anywhere 
else and it might help correct one or two mistaken ideas about Sen’s career 
(the original punctuations have been retained). 


My acquaintance with Baboo Ram Comul Sein began in the commencement of 1811 at 
which time he was in the employ of Dr. William Hunter and besides other duties had the 
conduct of the Hindoostanee Press—then and for many years a thriving concern. He was 
also accountant and Cashier to the Asiatic Society. He continued to manage the accounts 
and other interest of the Press to 1819 under Captn. Roeback and myself and in consequence 
of my absence from Calcutta and the death of my partner in 1819 conducted it by himself 
without aid or supervision thro’ the whole of 1820 to my entire satisfaction. His connexion 
with the Press ceased on its transfer to other proprietors and in 1824 he was employed by 
me as accountant and head writer to the General Committee of Public Instruction in which 
situation he at present continues and has been of invaluable assistance to me not only from 
the liberal interest he has always taken in the improvement of his countrymen and his 
intimate knowledge of the means by which it is facilitated but by his clearness and 
regularity in arranging and keeping the accounts and controlling the expenditure. In the 
latter capacity the whole of the receipts and disbursements to a considerable amount 
monthly have passed through his hands as Cashier as well as accountant and his conduct in 
this respect has always been such as to merit my entire confidence. 
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In 1827 Ram Comul Sein was attached to the Mint as Bullion Keeper and Cashier a 
situation of great labour and responsibility in which he has behaved with his usual 
steadiness method diligence and uprightness. 

Besides the public situations under Government Ram Comul Sein has continued to his 
situation with the Asiatic Society with the addition of the duty of Collector. He has also 
gravuitously acted as Collector to the Medical and Physical Society and Agricultural 
Society and superintendent of the collections and accounts of the Hindu College instances 
not only of his liberality zeal and industry but of the confidence universally reposed in his 
talents and integrity. 

From the long and intimate knowledge I have had of Ram Comul Sein in which for 22 
years my good opinion of him has never once been impaired, I am firmly persuaded of his 
being fully worthy of any trust that may be consigned to him whilst for unremitting 
industry for clear and prompt apprehension for regularity and method in the discharge of 
official duty and for accuracy and perspicuity in arranging the most complicated accounts, 
I am satisfied that there are no natives and but very few Europeans who can be considered 
as equally competent to the performance of the most laborious and most responsible 
functions. 


It may be noted here that even after Wilson’s departure to England in 
1833 Ram Comul Sen and Wilson kept up a regular correspondence on 
terms of warm friendship.® 


9.4 Conflict between the khazanchee and the secretary 


When Ram Comul Sen joined the bank on 14 November 1832, after 
making a deposit of Rs 100,000 and providing a guarantee for anotlfer 
Rs 100,000 but on the same terms as regards salary and commission as 
Mudden Mohun Sein,® George Udny, a member of the Civil Service, was 
secretary and treasurer. Even with a liberal-minded secretary an Indian of 
the superior calibre of Ram Comul Sen, who was connected with most of 
the Anglo-Indian institutions seeking to improve the health, education, 
culture and even agriculture of Bengal and knew many of the leading 
European and Indian citizens personally, might easily have got into 
trouble. However, Udny was a narrow-minded and probably not very 
competent secretary. It was during his tenure (from November 1830 to 
December 1839) that the Bank of Bengal got into its worst scrape. The 
length of his tenure indicates that his superiors in the Civil Service were 
not very keen to have him back. A specific instance of his self-importance 
will suffice: on one occasion he wanted to write to the Court of Directors 
over the heads of his superiors to show-that he at least had not been party 
to some decision of which the Court disapproved. It is significant that it 
was after suffering Udny for nine years that the directors insisted on 
appointing a person from outside the Civil-Service even at the cost of 
increasing the establishment charges considerably, for the government 
then refused to pay its share of the secretary’s salary. 

On 2 July 1835 Udny wrote a memorandum to the directors recording 
his complaint against Ram Comul Sen which he already had given vent to 
verbally. Udny stated specifically that he was complaining to the directors 
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because he did not possess the authority to dismiss Ram Comul Sen, 
implying that he would have done so if he could. The most serious burden 
of his complaint against the khazanchee was as follows: 


The Secretary has never censidered the khazanchee to be an efficient public officer. That 
he is incapable of making himself efficient the Secretary will not assert but that he never has 
devoted so much of his time and attention to his duties as either to obtain an intimate 
knowledge of the detail or (ifhe has acquired that knowledge) to the practical use of it in the 
daily business of the Bank, the Secretary is compelled to assert reluctantly, but most 
distinctly. 


Ram Comul Sen sought permission, through the secretary, to submit 
his reply to the directors, and was granted a week’s time to compose it. 
That such permission was given to him is a measure of the confidence 
placed in him by the directors. This reply and the secretary’s comments on 
them occupy dozens of pages of the large minute books of the period, and 
the written controversy between the two continued till November 1835. 
Ultimately, the directors constituted a subcommittee consisting of Dorin 
and Carr to sort out the differences between the secretary and the 
khazanchce and suggest certain changes in the detailed arrangements of 
business. 

In his reply Ram Comul Sen referred, with scarcely veiled irony, to his 
own temerity, in the environment of his time, in attempting to answer 
charges brought in by a European superior: 


It is generally believed and known that natives never presume to contradict, oppose or 
dispute with their superior European officers, because it is as disadvantageous and 
irksome, as painful to them to move forward for the assertion of their rights or vindication of 
their characters in direct opposition to them. The usual alternative therefore they find 
themselves obliged to adopt in such cases is to submit to them, and take such a course as | 
have hitherto adopted, that ts to say, submissiof-and silence. But from the duty I owe to 
myself and the necessity to which | have been driven, I am most reluctantly compelled to 
submit this statement, by the imputations now brought forward against me in the execution 
of which painful duty, I beg it to be distinctly understood, that it is not with a view to obtain 
redress for what has already passed, and which has called forth this statement from me, nor 
is it as a complaint that I have taken the liberty of submitting this explanation, but in the 
hope that if { be thought worthy of any consideration as khazanchee of the Bank of Bengal, 
whose respectability of character would tend to the benefit of the Bank, you will do me the 
honor to make such arrangement and define the khazanchee’s duties in such a manner, 
that he may no longer continuc to be placed tn such a situation as I am in. 

I have had the benefit of European association, and had the good fortune of enjoying the 
good opinion of all my superiors, and those whom I have had to deal within official 
capacity, and after passing through so many respectable situations with unstained character, 
satisfactory conduct and appreciation of my services by my employers and after successful 
exertion for such a length of time to raise and establish my character in the line of business, 
I am now here pronounced ‘as an inefficient public officer’ in a place where neither any 
great intellectual acquirement nor ability is required to a due discharge of the duties but 
mere mechanical labour in paying incessant attention and close application to the numbers 
of Bank Notes Bills and quantity of cash. 


~Ram Comul Sen’s charges can be grouped into five heads: (a) the 
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personal humiliation and injury inflicted on him by the secretary; (b) the 
lack of a clear definition of the khazanchee’s duties and the lack of the 
khazanchee’s authority over men for whose behaviour he was responsible 
to the bank; (c) the more general lack of a clear separation of the respons- 
ibilities of the three offices or departments into which the bank was 
divided; (d) the unconscionable and uncompensated increase in the 
workload—especially in the khazanchee’s department—since March 1834; 
and (e) the physically inconvenient arrangements for work in the new 
office building constructed and owned by the bank. 

The business of the bank used to begin at 11 a.m. sharp when the 
secretary came down to the office, and if the strcar, who mustered everybody, 
found the khazanchee late, he was marked absent along with the others. 
He had no opportunity to explain to the secretary, as others could, why he 
was late because he was plunged in the business of the day as soon as he 
came in. However, while the secretary lived in the same building above the 
bank office the khazanchee had to travel some distance in order to reach 
the office. Moreover, the little occasional lateness of the khazanchee was 
caused by his engagements in commercial and other public meetings or 
visits to men in business. The bank’s extensive and fluctuating credit 
depended on the khazanchee’s information which he could not acquire 
without personal enquiry. 

If the khazanchee did not go out in the morning he could not go out for 
the rest of the day; for, although the discounting of bills, etc. was supposed 
to be over by 3 p.m. it actually went on till 5 or 6 o’clock. Even if the 
khazanchee sometimes left a little before 5 or 6, when the secretary left the 
ollice, the deputy khazanchee often stopped back till 7 or 8 in the evening. 

The secretary often took the khazanchee to task for what he considered 
to be lapses on the part of the latter in front of the junior amlahs, thus 
damaging his authority over them. In general, the secretary’s behaviour 
towards his juniors was tyrannical. The late notekeeper in the khazanchee’s 
department, Isserchunder Doss, was heavily fined and also dismissed 
from his office for a minor offence. Doss happened to be Ram Comul Sen’s 
son-in-law. This would indicate both the powerlessness of the khazanchee 
over men for whom he was supposed to be responsible and the secretary’s 
vindictiveness towards the khazanchee. Ram Comul Sen also complained 
that he had endorsed over to the bank one lakh rupees worth of paper 
(meaning presumably, Company’s paper) as his deposit in 1832 but had 
not yet received an acknowledgement for the same. The position was 
anomalous because while the khazanchee could not exercise enough 
authority over men in his department he was still held liable for any loss 
incurred bv the bank through the fault of men in his department, none of 
whom furnished any security. There was a specific case in which the 
secretary complained that the khazanchee’s inability to provide a 
replacement had held up the business of the bank. But it turned out that it 
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arose because of the deliberate non-cooperation of a mohurer in the 
khazanchee’s department, Roopchund Seit, who had taken leave of absence 
from.the secretary without telling the khazanchee. 

Not only was the khazanchee’s control over his own department impaired 
by the prevailing system, the continual intermingling between the three 
functional branches of the bank, viz. the English Office directly serving the 
secretary, the native accountant’s department and the khazanchee’s, also 
made it difficult to fix responsibility for any loss resulting from neglect or 
error. The secretary’s riposte was that in the ordinary course of business the 
employees of departments other than the khazanchee’s office should never 
have valuable securities, bank notes, etc. in their possession, so the 
possibility of mistake would be eliminated. But the problem was that there 
were many transactions between the amlahs of the three departments 
during the day, and the khazanchee did not have sufficient authority to 
enforce checks and counter checks at each point. But a clearer separation 
of duties and fixing of authority could minimize the need for such checks. 

Ram Comul Sen claimed that his two predecessors in the khazanchee’s 
office had exercised full authority over the Indian amlahs. He was clearly 
wrong in this claim. Sen also wanted direct access to the proceedings of the 
board meetings and the correspondence of the bank. As the secretary 
pointed out, the khazanchee could not have access by right to such 
proceedings or correspondence, except in so far as they concerned his job 
directly. In such cases the secretary was probably right in suspecting that 
Ram Comul Sen was thirsting for more power than had been traditionally 
exercised by the khazanchee. One can sense here the conflict between a 
person who exercised authonty because of his position and race and the 
other who wanted a greater share in that authority by virtue of superior 
ability and attainments. 

On the whole, in this controversy Ram Comul Sen displayed a much 
greater sense than Udny of how the work of the bank could be rationally 
organized. The latter essentially enforced compliance with orders by using 
terror and by imposing an excessive workload on the Indian employees. 
Ram Comul Sen wanted to simplify the procedures and thus bring down 
the workload, and provide more staff and better comforts to the existing 
staff to ensure that mistakes were not made by the amiahs through sheer 
fatigue. When the bank took over a part of the Treasury payment in 
March 1834 the khazanchee was not consulted. As a result, the workload 
increased enormously. His deputy, who was paid only Rs 100 per month, 
was overworked, having generally to stay back untl 7 or 8 o'clock. 

The difference in the outlook of the khazanchee and the secretary 
perhaps best comes out in the remarks of the khazanchee on the actual 
physical arrangements of the bank and the secretary’s response to them: 


- The plan, dimension and form of the Bank building were made it appears according to the 
extent of the business the system and circumstances of the Bank, which existed in the early 
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age of the institution but various changes having since taken place, inconvenience is now 
felt, and the property in some respects is considered to remain insecure. 

The situation of the Bank is on the border of the river and nearest the shipping, and the 
only screen which divides it from the public road is the low iron fence, like a park railing. A 
small party of desperate robbers or sailors may scale it and take away the iron treasure 
chest which if they can remove fifteen yeards off from the premises it would be distant and 
out of reach. The sepoy guard consisting of only 10 sepoys including havildar and naik ... is in 
proportion to the extent of the’ property too weak ... . If an accident happens the Bank 
cannot expect any aid from the Government House or the Treasury guards. It is changed 
every month by a fresh supply from Barrackpore, and placed under the control of the Bank 
Secretary, who lives on the third storey and whose entrance is on the eastside of the 
premises and when he happens to be about in the evening the sepoy guard is in full 
possession of the House, there is no Durwan nor any guard of Brejobassies to check any 
improper attempt if the guard chooses to make any. 

The rooms below are vaulted, they are dark and fully occupied by treasure and chests 
and no other use can be made of them. One of the side rooms is made the press room, which 
is very damp, the Bengallee records are deposited in it, the greatest part of which is 
destroyed by white ants and dampness ... . The room on the western angle of the building is 
appropriated to the use of the Potdars and Sircars of the Establishment there is not 
sufficient room for keeping records the others being crowded. 

The people of the Establishment (natives) when called by nature to go out sit on the 
borders of the road and are consequently often annoyed by the conservancy people and 
buggy drivers, and it is considered as an indecency and a nuisance by the neighbours and 
passengers. 

When there is a large quantity of silver received or paid the people are obliged to workén 
the passage below stairs which is not at all a safe place for work of this kind. 

The general cash office is rather scanty and crowded; the parts railed up are not sufficient 
for transacting business; people who can sit anywhere come and take their seats within the 
enclosures, amongst persons who are responsible for the money received or paid there, so 
that if there be any loss they would not be answerable for it. 

The cash department which is divided in not less than seven divisions which are 
dispersed in different parts of the house which have no railing nor divided by any kind of 
partition it is consequently accessible to anybody who goes there or likes to make any 
interference. | 

The central hall which does not appear to have been intended to be a place for receipt 
and payment is appropriated as accounts current department; on cloudy and stormy days 
people are obliged to make use of candles at noon day without which they cannot work but 
to examine and receive Bank notes ... with candle lights is not very safe. 

The counter upon which these people sit should be placed contiguous to the cash room, 
to which it is closely united, instead of to the native accountant’s department which is 
separated only by railing, but has communication with it and if there is any irregularity op 
loss the people of the department do not participate in the responsibility. 

The place where the khazanchee sits though most conspicuous and nearest to the people, 
who come on business to him has no railing nor is separate from other departments. His 
table is continuously covered with papers of value, but of course not safe. On his right side 
sit the three English writers transferred to him from the English office for keeping accounts 
and registering Bonds, Bills, Company’s Paper etc. They sit together at an old desk which 
has neither drawers nor lock. This department is the most important and a great res- 
poasibility is attached to it. It is also very liable to loss, because until the notes and papers 
are regularly endorsed to the Bank, and entered into the Registers they may become the 
property of anybody, into whose hands they may fail, this part of the transactions being 
done at present after payment which used to be dune formerly previous to it. 
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The Secretary’s room is the depot of the Bank notes papers etc. which form the greatest 
part if not the whole of Bank stock. It is divided into two divisions, one for the Secretary and 
the other for Mr. Cooke’® and the Establishment for making, entering notes for issue, an 
arrangement which is very inconvenient as the people have to sit on the floor... . 

The report or information regarding the credit and character of the persons concerned in 
the private bills presented for discount is here verbally furnished by the khazanchee, which 
is often overheard by the people from whom it should be screened as it is entirely of private 
and delicate nature... . 

There is hardly any accommodation for the native Amlahs, the hour of their leaving the 
Bank depends upon the nature and quantity of business transacted during the day, as 
nothing must remain unadjusted or deferred to the next day, they are obliged to remain in 
the office till late and the distance from which they come prevents them from going home 
and coming back. Many of us remain in the Bank without any refreshment from 8 to 10 
hours. There is no place to keep our conveyance in which are left in the street and exposed 
to the weather there being no place to be hired in the vicinity. Many of the Amlahs have 
materiaily injured their health from the consequent privation. If a shed was built on the 
west opening to the street in the same place where the railings now stand, it would afford 
security to the Bank, and at the same time give relief ta its Amlahs and the side rooms below 
might be appropriated for the deposit of the records. 


The secretary did not contest any of the facts stated by the khazanchee; 
he even endorsed some of the suggestions made by the latter for consider- 
ation by the directors. For example, he claimed that he had several times 
represented to the directors that a room should be built expressly for the 
records—perhaps ‘to the east of the house over the portico’. He had also no 
objection to another suggestion of the khazanchee’s, namely that for the 
sake of preserving the confidential nature of discussions on creditworthiness 
of clients, etc. the deputy khazanchee should sit in the secretary’s room. 
‘But’ Udny added, ‘the space as the directors perhaps are aware is very 
circumscribed’, 

However, most of the time the scien s reaction was, ‘Well, this 1s 
how public offices are run or this is how Indian amlahs are treated every- 
where’. He obviously did not regard the bank office badly run because it 
followed the fashion of cluttered-up tables and overcrowded rooms usual 
with government or zamindan offices. For example, he wrote: 


The counters [of the cash office] are open (without railing) as the counters should be and 
are all over the world ... . 

Cloudy and gloomy days will sometimes happen. But this is rarely the case as to cause 
the use of candles and after all this use is no great hardship. Candles are much oftener 
required in London at the Bank of England and other public offices. 

Why is it not safe to examine notes by candle light? The Bank examiners will say that it zs 
safe. They never yet made a mistake by candle light and most of the examination takes 
place after dark. 


Or again: 


A table for the khazanchee and those immediately about him similar to that at which the 
native accountants sit was intended by the Secretary when the native accountant’s table 
was put up but the arrangement was not pressed by the Secretary because he thought the 
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khazanchee preferred the old arrangement. Now however it can be carried into effect and it 
is very desirable that it should be... . 

How is the arrangement inconvenient merely because the people sit on the floor? Why 
then did the khazanchee never propose to the Secretary to make them sit on stools and 
chairs and at a table? 


The secretary’s attitude is perhaps best typified by his comments on the 
public conveniences and refreshments provided to its Indian employees 
by the bank: 


It is not at all necessary that the people should have recourse to the street. There is and has 
long been a ‘little’ pucka house by way of ‘commode’ for the native establishment and also 
one, for the European or Christian assistants. 

Tiffin is provided for the Amlahs by the Bank at an expense of 32 Rupees a month. The 
caste of some of the people may prevent their partaking of this but how the Directors are to 
meet every difficulty of caste the Secretary does not know. 


The adequacy or otherwise of a ‘little pucka house for at least 35 Indian 
amlahs or of an expenditure of considerably less than a rupee per head for 
tiffin for the whole month even in those days of cheap living need hardly be 
commented on. 

We do not know how many of the khazanchee’s or secretary’s suggestions 
were implemented by the bank. But we know, from the subsequent history 
of the khazanchees of the bank, that the position of the bank khazanchee 
did not improve much beyond that enjoyed by Ram Comul Sen. : 

Before we leave this section it is interesting to note that the accounts of 
the bank were primarily prepared in Bengali in those days: 


The accounts are first made out and kept in Bengallee, and afterwards translated into 
English by the writers, the stock of the Bank is daily shown in a tabular book, called Bakee 
Boh:e and in the memorandum bohee, in which the particulars of the general balance 
consisting of the whole of the Paper Notes Bills and Cash in the Bank are stated. 


‘The khazanchee prepared a statement of the balance in his hand at the 
end of the day and this was then cross-checked the next day by the 
secretary on the basis of vouchers and memoranda recorded in his office. 
‘The system of keeping accounts in Bengali was abolished in the early part 
of the 1850s. 

While the proposal mooted by Morley to take over the Treasury business 
fell through except for some minor payments, the bank’s European 
establishment and its activities increased from 1834. C.N. Cooke was 
appointed as an accountant in 1834. After the post of deputy secretary and 
treasurer was created in 1837 the head accountant, H. Henderson, was 
appointed to the post, but he was succeeded soon after by J.B. Plumb who 
had joined the bank in 1838. 

In March 1837 the bank first undertook the custody and realization of 
interest upon government and other securities. Thus was the depositors’ 
department born. This was the predecessor of the agency department 
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which came into existence in January 1856 with the passing of Act XXVII 
of 1855, when the post of government agent for securities was abolished. 

When the Mirzapore agency of the Bank of Bengal was officially opened 
(in July 1839), Ram Comul Sen was sent there to make necessary arrange- 
ments for the security of the cash, etc.'' The running of the agency at 
Mirzapore involved the transshipment of cash from Calcutta. In January 
1840 Ram Comul Sen wrote to the secretary, enquiring whether he would 
be held responsible for any shortage of cash or loss of money in transit. The 
directors decided that the khazanchee would be allowed to employ a podar 
on his behalf at Mirzapore on a salary of Rs 20 per month, whose duty 
would be to attend to the landing and counting of all treasure consigned to 
the bank’s agent. 

On 12 February 1840 Ram Comul Sen, encouraged by the deputy 
secretary, J.B. Plumb, again wrote to the secretary recommending the 
setting up ofa separate record room. The bank records, properly so called, 
were mixed up with passes for money, cheques, lottery tickets, dividend: 
receipts, cancelled bonds, bank notes and post bills, chircoots for loans, 
private bills, government bills, dues from government, and so on. This 
jumbling up made the records prey to white ants and a receptacle for dirt 
and dust. The khazanchee recommended that 


the room on the ground floor, hitherto filled up with old papers and partly appropriated to 
Bank check printing [might] be brought to use for the reception of the Bengallee accounts, 
if the tiled windows [were] furnished with glass. 


He also enclosed an estimate of the cost submitted by Burn & Co.. 


4 pairs of glass panes Rs 52-8-0 
4 pairs of saul wood frame . Rs 24-0-0 
Bricklayer’s and coolies’ labour Rs 2-8-0 

Rs 79-0-0 


The directors ordered that ‘the required alterations be made and that 
useless records be destroyed, under the immediate orders of the Secretary, 
care being taken that no vouchers dated within 8 years be destroyed’. 

A fraud was committed by a head podar working under the khazanchee 
in late 1840 or early 1841. In order to minimize the scope of such frauds 
Ram Comul Sen made certain suggestions in writing to the secretary 
on 11 February 1841. These involved the provision of more rooms, a 
better and finer subdivision of work and the hiring of more hands. As the 
implementation of these would require more work on the part of the 
khazanchee he wanted to be relieved of some duties which were not strictly 
in his purview. These duties comprised, inéer alta, numbering and entering 
bills, cheques, drafts, etc., called miscellaneous demands receivable, sent 
to the bank for realization; giving accounts for the amounts realized to the 
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superintendent of the accounts department; providing reasons for non- 
payment or dishonouring when such things happened; numbering, docking, 
translating, and keeping a register of all private bills, government bills, 
salary bills and dues from government—both as regards dates and amounts 
due and dates and amounts actually paid; keeping separate registers for all 
bills from the Mirzapore agency and all Bank of Bombay bills and notes; 
keeping a register of government securities and other property, including 
goods mortgaged to the bank; numbering, docking and keepi:-g a register 
of loans on deposit of goods as regards both due date and date oi payment; 
marking post bills when accepted and when paid; translating passes and 
chircoots into English for the secretary and his deputy; keeping a register 
and account of all agency property; and a host of other such miscellaneous 
tasks. It would appear that in spite of Ram Comul Sen’s protests and 
suggestions in 1835 the khazanchee’s department had come to be burdened 
with most of the new work created as the bank expanded its activities both 
in quantity and diversity; the workload of the Indian employees, too, had 
increased enormously. There is supporting evidence for this in a resolution 
the directors passed on 5 January 1843. By this resolution the directors 
decided to grant a gratuity equal to half of their monthly salaries to the 
persons employed in the native establishment who had to work late in 
closing the books—sometimes remaining in the office up to 2 or 3 or even - 
4 a.m. 

Ram Comul Sen died on 2 August !1844.'? Thus ended the career of 
perhaps the most remarkable Indian who ever served the Bank of Bengal. 


9.5 The secretaryship of the Bank of Bengal, 1809-60 


The first secretary of the Bank of Bengal was W. Morton, a member of 
the covenanted civil service. When he obtained a promotion in the govern- 
ment hierarchy he was succeeded, on 4 March 1815, by Henry Wood of 
the covenanted civil service.'? Wood’s appointment was recommended by 
the directors and approved by the government. The outgoing secretary 
and treasurer handed over to the new incumbent 
the Government 6 per cent securities, Government and Private Acceptances discounted, 
Promissory Notes ard the deposits on account of loans granted, and generally everything 


appertaining to the Bank which was more immediately in [his] own charge and custody 
together with the cash and account in the hands of the Khazanchee. 


He also submitted a detailed statement of the notes issued, cancelled and 
in circulation, of each denomination from Rs 10 to Rs 10,000 of the Banks 
of Calcutta and Bengal—distinguishing in the case of the latter the earlier 
notes on plain paper and the later notes on waterlined paper (the latter 
were marked by the letter A). He also handed over a quantity of unsigned 
as well as signed and reissuable notes of the Bank of Bengal. ‘Two of the 
more interesting features of this statement are (a) that in each case of the 
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Bank of Calcutta notes and Bank of Bengal plain paper notes and letter A 
notes, denominations of just Rs 1,000, 5,000 and 10,000 made up more 
than two-thirds of the total value, and (4) higher-value notes were, generally 
speaking, cancelled quicker and remained in circulation fora shorter 
period of time than smaller denomination notes. 

Wood served the bank for only a short while and was succeeded by 
Charles Morley, also of the covenanted civil service, who served for a 
stretch of five years. Morley handed over charge to W.H. Oakes of the 
covenanted civil service in December 1820. Oakes was at first appointed as 
acting secretary and treasurer. At the time of taking cer charge Oakes 
received from Morley notonly the usual bank notes, treasure, securities for 
loans on deposit and government promissory notes owned by the bank, 
but also Company’s papers deposited with it on behalf of Select Vestry, St. 
John’s Church, and Free School.'* Oakes also took charge of three notes of 
Palmer & Co. totalling Rs 29,037-5-3 in value on account of the 23rd 
Calcutta Lottery fund and Rs 6,65,000 worth of Company’s paper deposited 
by Alexander & Co. on account of the purchase of the 24th Calcutta 
Lottery.'* This indicates the expansion of the bank’s activities towards the 
business of agency of securities (on the same lines as the government agent 
or the depositor’s department of the bank later on) and its involvement in 
the raising of money by lotteries for a variety of public purposes. Oakes 
was replaced by C.T. Glass, a civil servant,’® for a brief while in 1822, and 
more permanently from January 1823. 

Glass functioned as secretary and treasurer until April 1829 when J.A. 
Dorin of the covenanted civil service took over. Dorin was in office between 
1826 and 1828. He proved to be an able secretary. Among other things, it 
was largely due to his vigilance that the Rajkissore Dutt forgeries were 
detected. Dorin was succeeded for a little while in 1830 by Richard Udny, 
another civil servant. When Richard Udny was reverted to the civil 
service, George Udny of the same service (and an older brother of Richard) 
was appointed as secretary and treasurer. George Udny had the longest 
tenure in this post until George Dickson became secretary and treasurer. 
Many of the secretaries of the Banks of Calcutta and Bengal rose to be the 
president of the Bank of Bengal in later years. The list includes J.W. 
Sherer, Charles Morley and J.A. Dorin. 

The pay of the secretary was raised in 1837 from Rs 2,500 to Rs 3,000 
per month but the government continued to bear only half of the original 
salary, viz. Rs 1,250. In the same year the post of a deputy secretary and 
treasurer was created; the government decided it was not necessary to 
appoint a covenanted civil servant to this post. Henderson became the first 
deputy secretary and treasurer of the bank. 

In December 1839 George Udny let it be known that he would resign 
the secretaryship and proceed to Europe (probably the Civil Service was 
not keen to call him back to its bosom). On that occasion holders of 1735 
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shares of the Bank of Bengal (with face value Rs 69,40,000 out of a total 
capital of Rs 1,07,00,000) addressed a letter to the directors demanding 
the appointment of a mercantile man to the situation. While J.B. Plumb, 
deputy secretary of the bank, held charge after Udny’s resignation, the 
proprietors’ letter was forwarded by Thomas Bracken,’’ who was a 
candidate for the secretaryship. Bracken stated that although he was a 
proprietor he had not signed the letter because he was a candidate, but he 
‘most cordially concurred’ in the sentiments expressed in the letter. The 
proprietors expressed their conviction that 


... by selecting an individual of known and efficient habits in business and knowledge in 
banking operations generally of local experience and personal knowledge of the commercial 
community and of general character, the affairs of the institution can be alone conducted 
with ability and success. The qualifications we have named are indispensable at all times 
and particularly now when a most formidable competition is established in this city ... 

There can be no doubt but that the Bengal Bank possesses in regard to its circulation an 
advantage not known to any other, but this privilege is only of comparative operation, In 
Calcutta where the circulation of its notes is mainly to be sought and where mercantile 
discounts constitute the source of principal profit in banking operations, this boon at 
present loses much of its value; and successful employment for our extended capiial must 
depend on the degree of favour which our executive management may acquire in the 
estimation of the public. 


The proprietors pointedly noted that the qualifications they had 
suggested for a secretary were ‘scarcely to be anticipated in those members 
of the Civil Service who would look to the Bank as worthy of their 
acceptance, much less consent to remain for a period of 5 or 6 years’. They 
also pointed out that the official representation gave the government all 
the security in regard to that soundness of administration which the bank 
charter prescribed. 

The directors had already found out from the government that it would 
not continue to pay its part of the salary if a non-official secretary was 
appointed, “as they averred that the motives for an augmentation of salary, 
which had existed in the case of the Civil Servant, would no longer 
apply’.'* (The new post of deputy secretary, funded by the bank, carried a 
salary of Rs 600 per month.)"° 

By a resolution in the Financial Department, dated 13 January 1840, 
the government informed the directors that it disapproved of the appoint- 
ment of a non-official as the secretary of the bank. In particular, it asserted 
that it was only because a civilian was the secretary of the bank (in 
addition to the government being represented on the bank direction) that 


the Government reposing implicit confidence in every part of the Bank management, [had] 
prosecuced through its agency the important experiment of seeing to what extent a Paper 
Currency [could] safely and conveniently be introduced into India, and was prepared to 
have continued measures to the same end and through the same agency, on which account 
the power of establishing branch banks in the interior with the sanction of the Government 
and the Court of Directors [had] been conferred by the late Act of incorporation. 
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The government resolution continued: 


But if the relation of the Bank towards the Government be changed in so important a 
particular as the appointment of the principal ministerial officer through whom all the 
notes and paper of the Bank is issued and controlled, it becomes a serious question whether 
to continue the same confidential footing in receiving the notes and other paper in the 
treasuries of the Government in the interior and the President in Council is of opinion that 
in lieu of joining any further measures for extending the circulation of paper money of the 
Bank’s creati", it will be necessary, either to relinquish altogether such intention, or to 
devise an agency that shall be more subject to the control, and more entitled to the 
confidence of the Government because managed ministerially bound to the Government 
by covenant and by the ties and advantages of the Civil Service. So far as concerns the 
banking business of this great commercial city the President in Council freely admits that a 
commercial man selected for his aptitude for business and for acquaintance with the credit 
of individuals and with the wants of the commercial community might perhaps be a fitter 
head ministerial officer than a Government servant trained in the forms of general business 
only which are incident to the Departments of administration. 


Given this last admission on the part of the government and given the 
fact (which the bank proprietors had already pointed out) that the bank’s 
note circulation was confined mostly to the environs of Calcutta, the 
proprietory directors stuck to their guns. The government directors moved 
a resolution for the appointment of a government servant as secretary but 
this was defeated by the six mercantile directors. The latter then proceeded 
to elect Thomas Bracken” to the secretaryship, but at the insistence of the 
government directors and the Governor-General in Council the actual 
announcement of his appointment was delayed until the proprietors had 
ratified this decision at a meeting specially convened on 6 February 1840 
for the purpose. Bracken produced W. Bracken of the Bengal Civil Service 
and Captain Thomas Sewell of the Benga! Army, Agent for Army Clothing 
for the Presidency Division, as his sureties. (We have seen that, conversely, 
civil servants appointed as secretaries generally produced mercantile men 
as their sureties.) 

Thomas Bracken resigned in 1847?' and was succeeded by Charles 
Hogg. The latter appears te be the same person who had acted as the 
bank’s attorney in the early 1830s and had also been a partner of Frith & 
Co. which had collapsed in the early 1840s. Hogg resigned in 1851 on 
grounds of ill health,” and the bank saw the induction of its last twe civil 
servant secretaries. They were W. Grey,” followed by W. Maples. While 
the former was reverted to the Civil Service the latter died as secretary of 
the bank. Between May 1854 and January 1860 the bank secretaryship 
was held by J.B. Plumb and H,J. Lee, two existing employees of the bank, 
which created another new precedent. With the appointment of George 
Dickson, who was recruited in Britain, the bank departed from the practice 
hitherto followed of appointing either locally available (and eligible) civil 
servants, mercantile men or old bank officers (provided, of course, they 
were British). We have covered the Dickson era of the bank’s history and 
the period up to 1876 in Part II. 
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9.6 Further iehasiteatie of the bank in the 1850s 


In 1844 Harimohan Sen succeeded his father, Ram Comul Sen, as the 
bank’s khazanchee, just as he had succeeded him in the Calcutta Mint 
when Ram Comul had given up his position there to join the Bank of 
Bengal in 1832. An objectionable clause was deleted from the bond 
executed by the new khazanchee and it was decided that the khazanchee 
would be held responsible for a loss incurred by the bank in case of neglect 
or wilful misrepresentation on his part but not if the acceptor of a hund: 
became unexpectedly insolvent. 

In 1845 the bank decided to appoint, for the first time, a medical 
attendant for the Indian staff, the incumbent being Gobind Chunder 
Gupta. On 5 November 1846, on an application from Roopchund Seit, 
head examiner of bank notes, who had served the bank for more than 40 
years (he had joined the Bank of Calcutta in 1806), had passed the age of 
75 years and had become blind and hence unfit for his situation, the bank 
decided to grant him a pension of Rs 40 per month asa special case. (Rs 40 
equalled two-thirds of his salary at retirement.) But at the meeting of the 
directors held on 12 November 1846 the secretary reported that the poor 
man had died that very morning of a heart attack, ‘consequent to his 
delight at a sufficient provision for his declining years’. On 18 March 1847 
the secretary reported that he had been obliged to discharge Kissendun 
(Krishnadhan) Doss, an old writer in the Establishment (i.e. the English 
Office), in consequence of his having become quite ‘a loathsome object’ 
from leprosy, a disease from which he had long suffered. On a recommend- 
ation from the accountant certifying Doss’s good conduct during the 
nineteen years of his service the directors decided to grant him a pension of 
Rs 10 per month as a special case. 

In January 1849 Harimohan Sen lost his khazancheeship. According to 
the bank records he lost his job because one of his relatives was involved in 
the forgery of a bank note. A different story is given by L.N. Ghose,”* an 
authority who has been generally found to be reliable: Harimohan Sen’s 


connection as the Dewan of the Bank of Bengal was terminated by his voluntary resignation, 
in consequence of some differences which arose between him and the Secretary to the Bank, 
Mr. Charles Hogg, on the latter’s unjustly suspecting him to be the author of some articles 
in the Hindu Intelligencer, then the only native paper of note, conducted in English by Babu 
Kashi Prosaud Ghose, which rather freely criticised the oppressive conduct of Mr. Hogg 
towards the native clerks of the Bank. As Hari Mohan’s talent for writing was well-known, 
the suspicion appeared to be based on some semblance of probability. But Hari Mohan 
made a declaration before a Magistrate repelling the suspicion. Hari Mohan’s impatience 
of Mr. Hogg’s conduct and his independence of character would not be content with this 
conclusive refutation of a groundless suspicion, and he did not shrink from giving up an 
appointment, worth to him Rs 1,500 a month, rather than submit to proceedings against 
which his conscience and his spirit equally protested. 


Ghose’s account is only partly corroborated by the bank records. At a 
meeting of the directors on 28 December 1848 the bank secretary read 
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three articles from the Hindu Intelligencer of 4, 18 and 25 December, which 
were, according to the secretary, scurrilous to himself,?* but which, in 
addition, carried unpublished accounts of the bank. He gave his grounds 
for believing that the information was furnished by the khazanchee. The 
directors reviewed the conduct of the khazanchee during the preceding 
two and a half years and issued a warning that unless his future conduct 
was such as to restore him to their confidence he would be removed from 
his office without further notice. 

On 2 January 1849 a man named Chandrasekhar Goopto was caught 
trying to cash a forged bank note for Rs 100. Thé khazanchee at first 
denied any acquaintance with the man. But the latter soon gave out that 
he was a first cousin of Harimohan Sen. On being confronted with this fact 
the khazanchee claimed that he had deliberately overlooked this forged 
note as Motilal Seal had warned him that if an honest holder of a forged 
note was handed over to the poliee holders of bona fide notes would make a 
run on the bank for cashing their notes. (The bank’s records showed 
precedents confirming the soundness of Seal’s advice.) However, the 
directors were not satified with this explanation and Sen was removed 
from the khazancheeship by a resolution of the board dated 4 January 
1849. A solemn oath taken by Harimohan Sen that he had not authored 
the articles in the Hindu Intelligencer or supplied the materials contained 

therein and a letter praying for the continuance of his appointment were of 
no avail. 

After getting rid of Harimohan Sen the directors proceeded tu appoint 
Madhub Chunder (Madhab Chandra) Sen, a first cousin of Harimohan,”® 
an employee of the bank for the preceding fourteen years and obviously on 
its payroll when the forgery was committed. Madhub Chunder Sen had in 
fact been serving as the deputy khazanchee for the preceding five years. 

On it being known that the Bank of Bengal wanted a khazanchee to 
replace Har:mohan Sen the bank received applications from eleven persons 
who could provide the needed security. The list included the names of 
Madhub Chunder Sen, Krishna Chandra Dutt, the son of Russomoy 
Dutt, Ramanath Tagore, the stepbrother of Dwarkanath, and scions of 
several other wealthy families (such as Ramanath Gossain). 

The secretary strongly pleaded the cause of Madhub Chunder Sen. The 
directors considered Krishna Chandra Dutt, at the time khazanchee of the 
General Treasury at Calcutta, and Madhub Chunder Sen to be the fittest 
candidates. But Krishna Chandra Dutt wanted the freedom to discharge 
all the native amilahs of the bank. The secretary, while admitting that the 
new khazanchee should have the power of dismissing any of the establish- 
ment in whom he could not place confidence, considered Krishna 
Chandra’s demand to be ‘as vicious in principle as unjust towards old 
servants of the Bank, some of whom [had] served it with fidelity for a 
quarter ofa century’. The directors accepted the secretary’s argument and 
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ceiiiiel’ Madhub Chunder Sen in 1849 as the khazanchce on a monthly 
salary of Rs 1000. He served the bank for nearly 43 years,” and no further 
changes in the khazancheeship in the Calcutta office of the Bank 
of Bengal occurred between 1849 and 1876. George Udny gave a dissenting 
minute when Madhub Chunder Sen was appointed, arguing that they 
were giving more favourable terms to the less eligible man, for the existing 
establishment of the khazanchee’s department were Madhub Chunder 
Sen’s own people whilst they must be presumed to be strangers to the more 
eligible man. It is possible that Udny, besides expressing his usual mulish- 
ness in face of the opinion of his colleagues, was also being vindictive, given 
that in 1835 he had strenuously denied that the khazanchee had the right 
to claim any special authority over the Indian amlahs. 

In July 1852 when the deputy secretary, Plumb, applied for eighteen 
months’ leave, the secretary, Grey, suggested a reorganization and 
augmentation of the European establishment. He recommended the 
appointment ofa fourth English officer during the absence of Plumb. The 
distribution of work among the four officers would be as follows: 

No. 1. The secretary: general superintendence and the conduct of all 
advances by the bank, whether in the form of discounts or fixed loans or 
cash credit loans. 

No. 2. The deputy secretary and chief accountant: most of the miscell- 
aneous duties appertaining to the secretaryship and the most important 
part of the accountant’s duty which involved superintendence over the 
working and the accounts of the bank. 

Officer No. 3. Most or all of the miscellaneous duties of the accounts 
department. 

Otlicer No. 4. The executive superintendence of the account current or 
cheque department. 

While the work could normally be carried out by three officers, according 
to the secretary, absence of even one officer for some reason would put a 
tremendous pressure on the other two, and efficiency would be hampered. 
It was to prevent this that the secretary wanted a fourth officer to be 
appointed. Accordingly, the directors resolved on 15 July 1852 to appoint 
a fourth English officer on a scale of Rs 400-25-500, the increments of 
Rs 25 being given at annual intervals. 

In the same month the secretary fecommended the abolition of the 
Bengali ledgers in the accounts current department. The Bengali ledgers 
were exact copies of the English ledgers, though written by a different 
person. A better precaution, suggested the secretary, would be to introduce 
‘check ledgers’, where each credit and debit would be entered from the 
abstract sheets of payment kept in the khazanchee’s department. This 
would check the possibility of unauthorized overdrafts being granted. On 
29 July 1852 the directors accepted the secretary’s suggestion, decided to 
abolish the Bengali ledgers in the current account department, and desired 


254 / The Evolution of the State Bank of India 1806-60 


him to carry out the consequential changes, such as dispensing with the 
services of the redundant Indian employees and paying them appropriate 
gratuities. 

Another bout of major changes in the bank, leading to the abolition of 
Bengali accounts altogether, was carried out in 1855. On 1) January 1855 
the secretary recommended the abolition of the practice of keeping a large 
section of the bank’s accounts in Bengali. Accounts in English could be 
checked by the accountant but not the accounts in Bengali, and 
it could not be explained why in an institution of such magnitude and importance as the 


Bank of Bengal, the details of its varied and extensive monetary transactions should be kept 
in a character wholly unintelligible to its controlling officers. 


As the Bengali accounts formed the basis for the statements and official 
returns published or submitted to the government their correctness was of 
great importance, and yet ensuring it or testing it was virtually impossible. 
The secretary was backed up fot only by the European deputy secretary 
and the European accountant (then C.N. Cooke) but also by the- 
khazanchee and the native accountant. Madhub Chunder Sen admitted 
that ‘the innovation would at first be embarrassing to the present employees 
of the bank’ but he felt confident that within a short time they would make 
themselves familiar with the forms. However, he pointed out that: 


in almost all the respectable mercantile houses in Calcutta the Banians [were] in the habit 
of keeping cash accounts in Bengali and which [had] been always found correct and 
systematic. 


The directors were decidedly in favour of the gradual but total abolition of 
the keeping of bank accounts in Bengali. Accordingly, on 5 February 1855 
the secretary obtained sanctions for immediately converting the language 
of the following Registers from Bengali to English: 

Registers of loan obligations, dues from government, mint certificates, government bills, 
salary bills, private bills, the due book. 


On | April 1855, when, on the death of Dinanath Bose, the post of the 
head native accountant fell vacant the secretary recommended its dis- 
continuance and the employment of ‘an intelligent native’ as an assistant 
to Cooke on a salary of Rs 50 per month. On 10 May 1855 the secretary 
submitted a memorandum recommending that the services of five Indian 
employees be dispensed with and ‘a smart and efficient native assistant’ be 
engaged to keep the English abstract. These recommendations were 
sanctioned by the directors. But they called for a memorandum from the 
secretary recommending the amount of pensions and gratuity to be awarded 
to the discharged. At a meeting of the directors of the Bank of Bengal on 17 
May 1855 it was ‘ordered that in lieu of the pensions proposed by the 
secretary the following gratuities be awarded: 


to Bonomally Banerjee Rs 480 equal to 12 months present salary 
Bissumber Doar (Dhar) Rs 216 equal to 12 months present salary, 
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Sittanauth Coar (Kumar) Rs 180 equal to 9 months present salary, 
Sibboo Duftory Rs 45 equal to 9 months present salary, 
Esserchunder (Ishan Chandra) Sircar Rs 75 equal to 3 months present salary. 


When the recommended changes were carried out the ‘native’ establish- 
ment of the bank was completely Anglicized in terms of the language of 
business. 

After the post of the Government Agent was abolished, and the Bank of 
Bengal acted in his stead as the agent for receiving government securities 
and interest thereon on behalf of private individuals and institutions, a 
new depositors’ (account) department was opened. It was decided in 
October 1856 to create the post of a superintendent of the depositors’ 
department at a salary of fs 500 per month. The officer would be appointed 
on probation for three months and would provide a security of Rs 50,000 
to the bank. The salary of the accountant was at the same time fixed at 
Rs 300 per month on similar conditions. 

In February 1856 an application by the widow of Goluck Chunder 
Dhur, a cashkeeper of the bank who had served the bank long and 
faithfully, for a pension to support herselfand her family was turned down. 

The salaries and pay differentials of the employees of the bank, especially 
of its Indian employees, were fixed and changed in a rather ad hoc fashion 
for many years. The years 1857 and 1858 witnessed a major effort on the 
part of the bank directors to rationalize the pay structure of the bank 
employees. 

The year 1857 opened with the directors busy trying to find out the 
causes that had led to certain discrepancies in the balances of the 
constituents’ ledgers and those under the heads of current accounts in the 
general books. On 27 January 1857 a subcommittee was appointed to go 
into the matter. Reports were called for and submitted by the auditors, the 
accountant, Prawnnath Bose, the head native accountant, and Mudden- 
mohun Sein, the native record keeper. 

The auditors reporting on the system of accounts, etc. in the accountant’s 
department remarked that, 


the accountant’s department was independent of all other departments in the Bank and 
exercises a strict and complete check over the operations of all of them. The returns 
prepared are therefore necessarily many in number. 


Looking at the day book and journal and the general and other ledgers 
which might be considered to form the basis of all the other returns, they 
stated that 

the system adopted in them appears to be correct in principle and the recent improvements 


in the art cf book-keeping have been introduced in them. They have been greatly condensed 
and simplified and have been found to meet the purposes of the Bank. 


The auditors stated that the errors arose from negligence alone and might 
easily be avoided by the exercise of more caution in entering the receipts or 
payments in the ledgers. 
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The accountant, Cooke, remarked that despite all care and caution the 
frauds were perpetrated artfully. According to him, the ledger-keepers 
whose duty it was to inform the passing officer of any shortfall in the 
balances concerned scemed to have connived at the frauds. 

The native accountant’s defence was that whenever new hands were 
required by the bank the secretary requested him to bring in meen 
persons with good family backgrounds. 


Consequently my business in introducing a new hand into the Bank was only to select an 
able person, to admit whom was the duty >f the secretary. As no allusion was made to me 
that I should ever be held responsible for any pecuniary loss that may be sustained by the 
Bank through the fraud or negligence of the ‘employ ces of my bringing I did not therefore 
think it ght on my part to take the necessary precaution to bind them in some way or other 
for my safety. 


From a statement given with the half-y early report for the year 1857 we 
find that the following bank emplovees received salaries exceeding Rs 100 
per month: 


Salary (Rs) 
Secretary and Treasurer 2,600 
Deputy Secretary and Treasurer 1,500 
Accountant | 900 
Ist Passing Officer 600 
2nd Passing Officer 450 
Superintendent of depositor’s department 500 
Accountant 30) 
Assistant to Chief Accountant 200 
Khazanchee or head native officer 1,000 
Deputy -do- 2 200 
Assistant -do- 150 


In March 1858 the ledger-keepers of the cheque department solicited an 
increase in their salaries. Thereupon the directors asked the secretary to 
prepare and circulate a report upon the practice observed in promoting or 
granting increascd allowances to, the native establishment. The secretary 
replied that he could not find any established rule on the subject. Orders 
were passed on individual cases by the directors based on the merits of 
each application. Vacancies caused by death, resignation or dismissal 
were filled up, whenever practicable, by the promotion of subordinates 
with the proper qualifications and a record of good conduct. 


The selection and appointment of officers to fill vacancies in the cash payment and receipt 
departments rested with the khazanchee, the Secretary merely approving and confirming 
when such happen. 


In April 1858 the secretary circulated a list of the native establishment 
ini the accountant’s, depositor’s and current account departments of the 
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Plate 3. Minutes of the Fourth meeting of the Directors of the Bank of Calcutta. 
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Plate 4. Minutes of the First meeting of the Directors of the Bank of Bengal. 
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Plate 5. Minutes of the First meeting of the Directors of the Bank of Madras. 


C. Notes, cheques, drafts,etc. 
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Plate 6. Bank of Hindustan note dt. 28 November 1823 for sicca Rs 4 
(Courtesy: Victoria Memorial Hall, Calcutta). 
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Plate 7. Bank of — note dt. 1843 for Rs 10. 
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Plate 8. Bank of Bengal note 
Memorial Hall, Calcutta). 
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Plate 9. Bank of Bengal note dt. 1853 for Rs 15 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 10. Bank of Bengal note dt. 1853 for Rs 20 (Courtesy: Victorta 
Memorial Hall, Calcutta). 
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Plate 11. Bank of Bengal note dt. 1853 for Rs 25 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 12. Bank of Bengal note dt. 1853 for Rs 100 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 13. Bank of Bengal note dt. 1853 for Rs 1000 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 14. Bank of Bengal note dt. 1857 for Rs 10 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 15. Bank of Bengal note dt. 1857 for Rs 25 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 16. Bank of Bengal note dt. 1857 for Rs 50 (Courtesy: Victoria 
Memorial Hall, Calcutta). 
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Plate 17. Bank of Bengal note dt. 1857 for Rs 100 (Courtesy: Victoria 
Memcrial Hall, Calcutta). 
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Plate 19. Bank of Bombay promissory note dt.15 April 1843, defaced by a 
stamp of the Bank of Western India. 
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Plate 20. Bank of Bombay note dt. 1854 for Rs 10. 
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Plate 21. Cheque leaf of the Bank of Bombay of mid-nineteenth century. 
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* Plate 22. Bank of Madras note dt, 1849 for Rs 15 
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Plate 23. Bank of Madras note.dt. 1849 for Rs 25. 
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Plate 25. Bank of Madras note dt. 1860 for Rs 100. 
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Plate 26. Govemianse promissory note of 1832-3 for sicca Rs 1500 at 4% issued by the 
Public Debt Office, Bank of Bengal. 
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Plate 27. Government promissory note of 1856-7 for Rs 2000 at 5% issued by 
Accountant General’ s Office. 
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D. Personalities 
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Plate 28. Maharaja Sookmoy Roy soe Be : 


Bahadur, first Indian director of Bank 
of Bengal, 1809. 
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Plate 29. Baboo Gooroopersaud Bose, 
Head Native Accountant (reproduced 
from Colesworthy Grant’s Sketches of 
Oniental Heads by courtesy of the 
Victoria Memorial Hall, Calcutta). 
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Plate 30, Ram Comul Sen: Khacanchee. 
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Plate 31. Dwarkanath agore, 
merchant (Courtesy: Shri Varun 
Sen). 
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Plate 32. Ruggooram Gossain, 


wt) =smerchant (Courtesy: Shri Tapan 
vee « Kr. Goswami, Serampore). 
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Plate 33. Sir Jamsetjee Jeejeebhoy, director, Bank of Bombay, painted by George 
Chinnery (Courtesy: The Hongkong & Shanghai Banking Corporation). 


Plate 35. Rustomjee Jamsetjee 
Jeejeebhoy, director, Bank of Bombay 
(reproduced from Jamsetjee Jeejeebhoy: 
the First Indian Kt., Bart by Jehangir R. 
Plate 34. Framji Cowasji Banaji, P. Mody). 

director, Bank of Bombay 

(reproduced from Famous Parsees). 
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eo, Plate 36. Sir Cowasjee Jehangeer, 
pe director, Bank of Bombay 
a (reproduced from Representative Men of 
a ’ the Bombay Presidency). 
fom, 
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Plate 38. Rao Bahadur Premabhai 
Hemabhai, merchant (reproduced 
from Representative Men of the Bombay 
Presidency). 


Plate 37. Seth Premchund Roychund, 
director, Bank of Bombay 
(reproduced from Representative Men of 
the Bombay Presidency). 
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From Table 9.5, _—— that in 1858, the thtal number of men 
employed (below the of officers) was 51, the total charge per month 
Rs 1640 (each employee receiving Rs 32 on gn average), the highest and 
the lowest salaries were Rs 100 and Rs 12 respectively per month, ari 
there were nineteeti different rates of salaries. There existed no regulated 
scale of salaries ensuring gradual promotion during a man’s service cayetr 
nor was there sufficient room for selection on grounda of superior merit. 

The committee further stated that the lower grades of salary were too 
low to attract a class of employees whose object in entering the bank would 
be to continue in it and to rise to and fill the highest positions in the bank. 
According to the committee, the higker posts of trust were not sufficiently 
remunerated either to encourage able, intelligent and trustworthy officers 
to remain in the bank or to attract officers to take charge of the highest 
posts when vacated by death, retirement or other cagualty, The commitfes, 
also stated that the slight variations in salaries were inconveniently ahd 
perplexingly numerous. It recommended that a new acale of salaries 
which would provide for the gradual and regulated promotion of the 
officers of the bank, and for adequate incentives should be introduced. 

The committee observed that the total charge of the native establishment. 
of the bank exclusive of the agency department had declined from the sum 
of Rs 1,850 at which it stood in May 1854 to Rs 1,322 at which it then 
stood, and that a well-regulated scale of salaries could be provided without 
exceeding the ambpunts previously budgeted:for the departments of the 
accountant of the bank. 

The committee also remarked that since the expenses of the agency 
department were paid from the commission realized no new charge to the 
bank was entailed, while by including its officers with the other departments 
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Table 9.5 
Departmentwise number and salary of Indian employees of the Bank of Bengal 1858 


Native Accountant’s Department Accounts Current Department 
Number Pay per Total pay Number Pay per _ Total pay 
person(Rs) (Rs) person (Rs) (Rs) 

l 100 100 5 50 250 
56 56 3 40 120 
l 55 55 8 370, 
] 50 50 
| 34 34 Agency Department 
| 32 32 ] 100 100 
3 30 90 J 70 70 
2 26 92 l 44 44 
3 25 75 ] 34 34 
l 23 23 l 30 30 
2 22 44 2 25 50 
6 20 120 2 16 32 
4 18 72 ee —* ans 
5 16 80) 9. 360 
| 15 15 
l 12 12 

Total 34 910 


All officers [meaning employees] should be placed in the following 
grades: . 
21 Officers @ 20 Rs per month = Rs 420 
16 officers 30 Rs per month = Rs 480 
+ Officers 50 Rs per month = Rs 200 
4ofhcers 60 Rs per month = Rs 240 
2officers = 75 Rs per month = Rs 150 
2 officers 100 Rs per month = Rs 200 
2 officers 150 Rs per month = Rs 300 


5] Rs 1,990 
The establishment of the agency department would then be: 


] officer 150 = Rs 150 
1 officer 100 = Rs 100 
1 officer 75=Rs 75 
3 officers @ 30=Rs 90 
3 officers @ 20= Rs 60 


9 479 
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The establishment of the current account department would be: 


4 ledger-keepers @ 50 Rs each = 200 
4 ledger-keepers @60 Rs each = 240 


8 | 440) 


The establishment of the accountant’s department would contain the 
following: 


1 officer at Rs 150 = Rs 150 
1 officer at Rs 100 = Rs_ 100 
l officer at Rs 75 =Rs 75 
13 officers at Rs 30 each = Rs 390 
18 officers at Rs 20 each =Rs 360 


Rs 1,075 


Deducting Rs +75, the charge of the agency department to be paid from 
commission realised, from the total expenses of Rs 1,990, the charge of the 
other two departments would be Rs 1,515 per month, in other words, 
Rs 193 per month in excess of the existing charge but Rs 338 less than in 
854.00 

‘The committee also recommended a particular course for the gradual 
introduction of the new scale of salaries. The officers paid below the scale 
recommended by the committee should at once be raised to the proposed 
scale; those incumbents receiving salaries above that scale should be paid 
their existing salaries until their posts fell vacant through promotion or 
other casualties, when the salaries should be reduced to that of the 
proposed scale. 

‘The committee also recommended that the following rules should be 
laid down for the regulation of future appointments and promotion: 

1. No individual should be introduced into the bank without the special 
sanction of the directors, except in the lowest grade. 

2. No individual should be appointed to the bank who did not have a 
competent knowledge of English, Bengali and atcounts, including book- 
keeping, and who did not have such education as would admit of his 
attaining the highest grade in the scale of promotion in the bank. 

3. Promotion should in all cases be regulated with due regard to merit 
and senicrity. 

In May 1858 the directors admitted the desirability of introducing into 
the bank a class of ‘native officers superior to those previously employed’ 
and of offering, to that end, greater inducements to competent persons to 
enter and remain in the service of the bank. 
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They therefore agreed to adopt the suggestions of the committee subject 
to the following modifications: 


Ist—In substitution of rule 2nd the following rule be adopted, that no individual be 
appointed to the Bank who shall not after examination by the secretary be found to have a 
competent knowledge of English-and Bengali, and accounts including Book-keeping. 
2nd—In substitution of rule 3 the following rule be adopted, namely, that promotion in all 
cases be regulated with due regard to merit and seniority, mere seniority not being in any 
case held to give a title to promotion. 

And thirdly that in substitution of the existing scale of establishment given in earlier 
paragraph the following scale be adopted:— 


IS olttcers al 20 per month = Rs 260 
lO othcers at 25 per month = Rs 250 
Sofficers av 30 per month = Rs 2-40 
6 officers at) 40 per month = Rs 240 
follicers at 390 per month = Rs 200 
4ofhicers at) 60 per month = Rs 240 
Jolhers at. 75 per month = Rs 150 
officers at 100 per month = Rs 200 
2 officers at 150 per month = Rs 300 


D1 Rs 2.080 


The directors also agreed that none of the existing officers (except those 
drawing less than Rs 20) should be promoted to appointments with higher 
salaries without the secretary having first satisfied himself that they were 
qualified to receive such promotions. [t was further agreed that personal 
allowances should no longer be granted to any bank officer. Modifications 
ellected in the salaries of the native officers in the accountant’s, 
depositors’/agency department as a result of directors’ acceptance of the 
secretary's proposal have been shown in column (5) of Table 9.4. 

The figure against bank establishment rose to Rs 78,763 for the half- 
year ended June 1858 trom Rs 76,067 for the half-year ended December 
1857. This increase was due to a rise in the monthly outlay of the sum of 
Rs 412-8-0 for acting allowances to some of the European officers and the 
increase of Rs 445 per month incurred by the recent introduction of a 
graduated scale of salanes for the native officers in the accountant’s and 
agency departments and the employment of additional writers and peons. 

J.B. Plumb, the secretary and treasurer of the Bank of Bengal, resigned 
his appointment on 30 Apmil 1859 with a pension of £500 per annum 
granted under the authority ofa special general meeting of the proprietors. 


9.7 Remuneration for the directors 


Before we end this chapter we will briefly consider the issue of directors’ 
fces, especially those to be paid to government directors. At the annual 
general meeting of 4 August 1856 a resolution was passed granting Rs 25 
to each director for attending the weekly board meeting. Till then no such 
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fee had been paid to the directors. This elicited a protest from some 
proprietors who criticized the management’s decision as unnecessary and 
unauthorised. This seems to be a follow-up of an earlier protest made 
against the high-handedness of a particular firm namely Ainslie Colvin 
Cowie & Co. who exerted too much influence on bank direction. A general 
meeting was called to consider afresh the issue of paying a fee of Rs 25 to 
the directors at each meeting. A resolution was taken to annul the earlier 
decision and submit it for the decision of all the shareholders. This, 
however, fell through because of an amendment move by David Cowie 
which upheld the earlier decision. Another resolution intended to curb the 
directors’ power of making additional expenses in the establishment was 
negated by an amendment move by H. Cowie. 

On 19 May 1860 the Chief Secretary, Government of Madras, passed 
an order permitting the government directors on the board of the Bank of 
Madras to receive the same fees as other directors for attendance at the 
bank’s weekly meetings. The government directors of the Bank of Bengal 
now cited this order in support of their plea for a similar remuneration. 
The reason put forward in Madras was that all directors performed 
similar duues connected with the management of the bank and control of 
its Operations and therefore rightfully deserved similar remunerations. 
Besides, the government directors of the Bank of Bengal cited instances in 
which officers in the service of the government were allowed to receive 
remuneration for non-governmental services. The Governor-General in 
Council resolved in July 1860 that the restriction placed upon the receipt 
of fees by the government directors of the bank be withdrawn. 


NOTES 


1. Tamil Nadu Archives, Secret Sundries, vol. 16, Consultations on the Government 
Bank 1805, 1806 and 1807, Minute by William Bentinck, President, dated 6 December 
1805, para 21. 

2. Tamil Nadu Archives, Secret Sundries, vol. 16, Consultations on the Government 

Bank 1805, 1806 and 1807, enclosure to Bentinck’s miriute dated 15 February 1806. 

3. Prinsep: Essays on Indian Antiquities, ‘Useful Tables’, p. 43. 

4. Brajendranath Bandyopadhyay: Sangbadpatrey Sekaler Katha, vol. 1, p. 241, and 
Narendranath Laha: Subarnabamk Katha O Kirti, vol. 2, p. 498. 

5. Radamadub Bonnerjee had made his fortune as Dewan of the Opium Factory of the 
Company at Patna. He had a good command over both English and Persian. He was 
one of the promoters of the Union Bank. See Ghose: The Modem History of the Indian 
Chiefs, Rajas, Zamindars, part II, p. 73, and Das Gupta: The Days of John Company, pp. 
378-79, 383-85. 
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6. 


11. 


12. 


13. 


14. 


15. 


16. 


Prosonno Coomar Tagore (1801-68) was the youngest son of Gopi Mohan Tagore and 
was associated with his powerful kinsman, Dwarkanath Tagore (1794-1846), in many 
business and social reform ventures. He took to the legal profession and became one of 
the chief zamindars of Bengal and a spokesman of the landholders’ interest in later life. 
See Buckland: Dichonary of Indian Biography, pp. 412-13, and Blair Kling: Partner in 
Empire. 


. For short accounts of the life of Ram Comul Sen (1783-1844) see Peary Chand Mittra: 


Life of Dewan Ramcomul Sen (Calcutta, 1880); Buckland: Dictionary of Indian Biography, p. 
383; and Jogesh Chandra Bagal, Ram Comul Sen, Krishnamohan Bandyopadhyay (in 
Bengali) (Calcutta, Bangiya Sahitya Parishat, 1956). For the career of Horace Hayman 
Wilson (1786-1860) see Buckland: Dictionary of Indian Biography, p. 455; Encyclopaedia 
Bntannica, ninth edition, vol. XXIV (Edinburgh, 1888), pp. 590-91; and the Compact 
Edition of the Dictionary of National Biography, vol. 11, p. 2293. Wilson became one of the 
greatest orientalists of the nineteenth century and was appointed the Boden Professor 
of Sanskrit in 1832. He was well known for his critical view of many aspects of British 
rulc in India. 


. Some of these interesting letters from Wilson to Ram Comul Sen are given in trai islation 


by Bagal: Ram Comul Sen, Krishnamohan Bandyopadhyay. 


. Bandyopadhyay: Sangbadpatrey Sekaler Katha, vol. 2, pp. 145-46. 
. This refers to C.N. Cooke who rose to be deputy secretary and treasurer of the bank 


and who authored The Rise, Progress and Present Condition of Banking in India. He was 
specially appointed in 1834 to record and pass payments on deposit accounts by 
cheques and to cancel bank notes. 

Bandyopadhyay: Sangbadpatrey Sekaler Katha, vol. 2, p. 337. The agency was officially 
opened only after the new charter of 1839 allowed the bank to open branches. Sec 
Cooke: Banking in India, p. 108. But unofficially it had been operating since the last 
quarter of 1838. 

Ghose: The Modem History of the Indian Chiefs, Rajas, Zamindars, part IJ, p. 132. 

Symes Scutt, in his list of secretaries of the Bank of Bengal (Appendix D, Bank of 
Bengal), gives the date of Wood’s appointment as May 1815. But in Appendix E, (‘List 
of European Officers of the Bank of Bengal’) he gives the date correctly as March 1815. 
Both St. John’s Church and Free School had been established long before this date. Sre 
Cotton: Calcutta Old and New, pp. 465-517, 123, 291. The ‘select vestry’ were a body of 
‘gentlemen’ who managed a fund for the support of the European poor in Calcutta. Sce 
Heber: Narrative of a Journey through the Upper Provinces of India, vol, 1, p. 57. 

The Bank of Hindoostan (Hindostan) and Connyloll Burral, the banian of Alexander & 
Co., seem to have also conducted their own lotteries. See Das Gupta: The Days of John 
Company, p. 342. On the history of lotteries in Calcutta see Carey: The Good Oid Days of 
John Company, vol. 11, chapter I. 

Symes Scutt conspicuously omits the sobriquet ‘C.S.’ after Glass’s name. But Glass 
was a student of the College of Fort William in 1813, studying Arabic, Persian and 
Hindustani. Only probationers of the covenanted civil service were admitted to the 
College at that time. See Das: Sahibs and Munshis, p. 141. Also, on 29 December 1830, 
the second day of the trial of Rajkissore Dutt, C.T. Glass was Deputy Accountant- 
General. See Government Gazette (Calcutta), 4 January 1830. So it is very likely that 
Glass was a member of the covenanted civil service when he was secretary and 


- treasurer of the Bank of Bengal. 


21. 


22. 
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. Bracken was a partner of Alexander & Co. when it crashed. In 1837 he was appointed 


the Calcutta agent of the Agra and United Services Bank. He was offered but declined 
the secretaryship of that bank. He resigned the post of its Calcutta agent in 1839. See 
Cooke: Banking in India, pp. 207-09. 


. Symes Scutt: Bank of Bengal, p. 37. 
. Ibid., p. 35. (The salary of the secretary had been raised from Rs 2,500 to Rs 3,000 in 


1837. The government paid Rs 1,250 towards meeting this until Bracken’s appoinunent.) 


. Bracken, ‘a gentleman well known and highly esteemed’ in Calcutta, came to India as 


a cavalry cadet, and left the army to become associated with the house of Alexander & 
Co., then the largest mercantile establishment in Calcutta. ‘On the retirement of the 
senior partners in 1818, with colossal fortunes which made them the envy of the poor 
members in council, he was admitted as a member of the firm, at the same time with 
Col. Young, who relinquished the important office of military secretary to Government 
in which he enjoyed the entire confidence of the Marquis of Hastings’. Bracken 
continued in Alexander & Co. ‘struggling manfully against the difficulties of his 
position’, till he and his colleagues were finally constrained to yield to the pressure of 
circumstances and to seek the protection of the Insolvent Court, with obligations 
exceeding three millions sterling (sec Chapter 6 for a detailed discussion). At the time 
of the failure of Alexander & Co. Bracken was in England; soon after his return to India 
he was appointed sécretary of the Bank of Bengal, ‘notwithstanding the strenuous 
efforts made by H.T. Prinsep to retain this berth within the circle of the Civil Service’. 
Bracken was also allowed, but after a vigorous struggle, to enjoy the same allowances 
which had been given to his covenanted predecessor. “The confidence thus placed ip 
his business talents and integrity, under the circumstances in which he was placed. is a 
sufficient proof of the esteem he enjoyed in this community. His conduct in this 
responsible situation secured for him the gratitude of all those who had any personal 
interest in the institution’. See Allen’s Indian Mail, vol. TX, 1851, no. 166, p. 61. 
The failure of his health obliged Bracken to return to England in 1847, but the voyage 
oroduced no improvement and he was induced to seek the alleviation of a painful 
disease by again resorting to a warmer climate. He returned wo India, a complete 
physical wreck, and after lingering for several months died in December |850. The 
Friend of India paid the following tribute to him: 
His kindliness of disposition, and the strength of his social attachments, endeared 
him to more than one generation of Indian residents, at the same time that his 
manly and vigorous mind insured him the esteem of those who were able to 
appreciate intellectual excellence. In his palmy days, he was one of the purest 
and most spirited of the public writers among us, and hundreds have dwelt with 
delight on the articles with which he enriched the periodical press of Calcutta. 
At that time, there was nothing in India superior to the productions which 
cmanated from the pens of Thomas Bracken, John Young and John Palmer and 
if ever a collection should be made of the ne of the two former, and the 
correspondence of the latter, the public will learn that the “merchant princes” of 


the old times had other and higher claims to public estimation, than the 
commercial influence which they wielded. 


(See Allen’s Indtan Mail, vol. (X, 1851, no. 166, p. 61). 

On his retirement an address with a silver vase was presented to Hogg by the native 
establishment of the bank. A minute of the directors also paid a well-deserved 
compliment to his zeal and ability. His numerous friends entertained him at a farewell 
dinner in the Town Hall. See Allen’s Indian Mail, vol. UX, 1851, no. 175, p. 347. 
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23. The Governor-General, Lord Dalhousie, strongly objected to the election of Grey to 


24 


25. 


26. 


27. 


the secretaryship of the bank. He said in his minute that he would not cance! an 
appointment which the Bengal Government had approved but had he been on the spot 
he would not have consented to the office being held by a civil servant. In the same 
minute he mentioned two other Calcutta appointments, viz. the Post-Master- 
Generalship and Chief-Magistrateship, which he thought ought not to be held by 
members of the civil service. The Court of Directors, however, in opposition to Lord 
Dalhousie’s view, decided in favour of the appointment of a civilian to the secretaryship 
of the bank. See Allen’s Indian Mail, vol. UX, 1851, no. 176, p. 381, and vol. X, 1852, no. 
200, p. 385. 

The Modern History of the Indian Chiefs, Rajas, Zamindars, Part II, p. 140. According to 
Ghose, Harimohan Sen was a classmate of such men as Rasik Krishna Mullick, Rev. 
Krishna Mohan Banerji and Raja Dakshinaranjan Mukerji, and had inherited many 
of his father’s talents, including those of penmanship. Apart from the khazancheeship of the 
Calcutta Mint, Harimohan Sen had also been the khazanchee of the General Treasury 
for some time. 

The secretary had, among other things, instituted a system of fines to check the 
absenteeism of Indian assistants. 
Madhub Chunder Sen was the eldest son of Ram Dhone Sen, the youngest brother of 
Ram Comul Sen. Ram Comul Sen’s family seems to have specialized in khazancheeships. 
His eldest brother, Muddenmohun Sein (whose name appears in the list of borrowers 
of the Bank of Bengal in the period 1809-32) was Dewan, i.e. khazanchee, of the Army 
Clothing Agency at Calcutta. His eldest son, Gobinda Chandra Sen, succeeded his 
father in the Army Clothing Agency, and later became one of ‘the chief men connected 
with the Calcutta Branch of the Bank of Hindustan, China, and Japan’, which was 
founded in 1862 and which collapsed as a result of large losses made in the operations of 
its Bombay branch in 1866. Jadu Nath Sen, the eldest son of Harimohan, was for a time 
Bullion-keeper of the Calcutta Mint and Head Treasurer of the Paper Currency 
Department, Calcutta. Madhu Sudan Sen, another son of Madanmohan, was the 
khazanchee of the Agra Bank in 1881. Ram Comul’s grandson, viz. Nobin Chandra 
Sen, was the native head assistant of the depositors’ department in the Bank of Bengal 
in the 1850s and later. Nobin Chandra was the eldest brother of the celebrated 
Brahmo, Keshab Chandra Sen, and the son of Peari Mohan Sen, the second son of 
Ram Comul Sen. Keshab Chandra Sen was also employed in the Bank of Bengal in 
1859-60 as a clerk on a salary of Rs 25 per month, which was shortly afterwards raised 
to Rs 50 because of the neatness of his handwriting. But he left the bank’s service. The 
above account is based on Ghose: The Modern History of the Indian Chiefs, Rajas, 
Zamindars, pp. 138-51; Cooke: Banking in India, pp. 377—78; and the Bankers’ Magazine, 
January 1867, pp. 43-45. 

Ghose in his Modern History of the Indian Chiefs, Rajas, Zamindars, p. 139 mentions 42 
years as the period of service of Madhab Chunder Sen with the Bank of Bengal. 
Internal records show that Sen served the bank for nearly 43 years. 


Chapter 10 


‘The charter and the capital stock of 
the Bank of Bengal, 1822-1861 


10.1 The revision of the charter, 1822-35 


In Chapter 5 we noted that when the private European trade of Bengal 
expanded from about 1817-18, there were proposals for revising the 
charter so as to accommodate the increased demand for credit. These 
proposals resulted in a revision of the charter which came into effect in 
August 1822. In spite of counter-suggestions by the Governor-General in 
Council and the Court of Directors of the Company this was the charter 

which governed the operations of the bank up to 1835. Then, partly under 
the urge to compete with the Union Bank, which was a formidable rival of 
the Bank of Bengal for about ten years or so, the capital base of the bank 
was expanded and a new charter was granted to it in the form of Act VI of 
1839. This formed the basis of its operations and served as a model for the 
charters of the Banks of Bombay and Madras, until the privilege of note 
issue was taken away from the three banks in 1861. 

In 1822 a General Meeting of the bank proprietors unanimously approved 
the proposal for increasing the capital stock from Rs 50 lakhs to Rs 100 
lakhs. Thereafter, on 6 June 1822, Sherer, in his capacity as president of 
the bank, addressed a letter to the Governor-General in Council for a 
revision of the charter along the lines proposed by the proprietors and 
directors of the bank. Apart from the increase in the capital stock to Rs 100 
lakhs the directors wanted the abolition of the ceiling of Rs 50 lakhs on 
note issue, and the lowering of the minimum required ratio of cash to 
habilities (including bank notes and deposits) from one-third to one- 
fourth. This would at once permit an increased note issue of Rs 2 crores, 
even on a capital base of Rs 50 lakhs. 

The directors also wanted a modification of Section X XVI of the 1809 
charter which imposed a limit of Rs one lakh on loans on deposit or by way 
of discounts to any single party—be it an individual or a firm. They 
wanted to retain the limit of Rs one lakh for discount of private bills of any 
one individual or firm and to forbid the discounting of any bill not 
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supported by two substantial names. But, in case of loans on deposit or, 
say, bullion or Company’s paper the directors wanted complete freedom 
as to the amount they could lend to any one party. Further, they wanted 
the time limit of three months on such loans to be retained. In order to 
obviate stock-jobbing speculations they thought it advisable to render 
loans irredeemable within the period for which they were granted. But, 
again, they thought that this point might also be left to the discretion of the 
directors. 

The directors also called attention to the fact that although there.were 
limits on the number of votes an individual or firm could command by 
virtue of the number of shares held, a firm could accumulate almost any 
number of votes through proxies. Thus, for example, the agency houses 
listed below commanded the numbers of votes shown against their names: 


Mackintosh & Co. 30 
Palmer & Co. 35 
Alexander & Co. 22 
Colvin & Co. 14 
Barretto & Co. 5 

126 


Sherer then reported to the government in his capacity as Accountant- 
General. After underscoring again the very restrictive nature of the double 
limit on the bank’s power of note issue, Sherer stressed the two anomalies 
of the relationship of the bank to the government under the existing 
regulations. It was specified that the bank could not independently own 
more than Rs 25 lakhs of government paper. At the same time, the 
government required from the bank a deposit of Rs 20 lakhs with the 
public Treasury as a condition for the acceptance of its notes for meeting 
public demands. After drawing attention to the acknowledgement by the 
Governor-General in Council, as early as March 1809, of the service the 
Bank of Calcutta and the Bank of Bengal had rendered in allowing the 
government to retire its depreciated treasury bills and notes and replace 
them with full-value bank notes, Sherer concluded by recommending that 
the government should no longer distrust itself, since its credit was much 
more secure than before. In recognition of this it should repeal the 
anomalous requirement of a deposit from the bank and the limit on the 
bank holding of government securities. 

In support of his case for the security of the bank’s credit Sherer pointed 
out that during the thirteen and a half years of its existence the dividend 
declared by the bank had averaged Rs 9-1-5¥%2 per hundred rupees. 
Further, on the 8,015 private bills discounted, aggregating to Rs 4,73,68,633 
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up to the end of June 1822, the bank had incurred a loss only on 59 bills, 
amounting to Rs 1,82,105, or less than a quarter per cent of the total value 
of bills discounted. 

However, an increase in the bank’s capital was, in Sherer’s opinion, 
neither necessary nor expedient. The objective of expanding the loanable 
capital would be best served by lowering the minimum ratio of cash to 
liabilities (including notes) to a quarter and waiving both the limit of 
Rs 50 lakhs on bank notes issued and the requirement of a deposit of Rs 20 
lakhs with the government. Sherer supported the directors’ stand on the 
retention of the Rs one lakh limit on private bills discounted and the 
three-month duration of loans while waiving the limit on the amount of 
loans on deposit to be granted to any single party. 

Sherer then made a prediction which proved remarkably prophetic 
(since the note issue of the bank never reached the new limit sought to be 
imposed on it, viz. Rs 2 crores, until the abolition of the right to issue 
notes): 


Past experience affords but little ground to anticipate any demand on the part of the 
community, for loans and discounts on the abovementioned terms to any extent approaching 
the full ability of the Bank of Bengal, thus liberated. 


To prevent the undue accumulation of proxy votes in a few hands Sherer 
suggested that ‘no individual, nor any firm of individuals, acting ifi 
partnership shall be entitled by proxy to more than 7 votes’. 

The Governor-General in Council accepted all the suggestions of Sherer 
and a resolution to that effect was adopted on 23 May 1823.' The require- 
ment of a deposit of Rs 20 lakhs worth of Company’s paper by the bank 
with the public Treasury was waived, and the sub-treasurer of the govern- 
ment was instructed to deliver to the treasurer of the bank the bonds 
lodged with him under the government resolution of 18 January 1809. The 
minimum legal ratio of cash to liabilities was lowered from one-third to 
one-fourth. At the same time, a rule was adopted that the amount of bank 
notes in circulation should never exceed four times the capital stock of the 
bank. The restrictions on loans and discounts were imposed on the lines 
suggested by Sherer. A new charter containing these provisions was 
formally granted to the bank on 29 May 1823. 

Although this amended charter had, for all practical purposes, been in 
operation since August 1822, it still had to be approved by the Court of 
Directors before it could have full legal validity. The directors of the bank 
received a letter from the Governor-General in Council dated 2 April 1829 
containing the views of the Court of Directors regarding the provisional 
charter of 1822-23. The Court wanted the following modifications be 
made in that charter: 

1) The issue of bank notes should be restricted to the sum of Rs one 

crore. 
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11) The grant of accommodation to the public should cease whenever the 
treasure in the coffers of the bank dropped to one-third of the demands 
outstanding against It. 

11) The capital of the bank should be raised to Rs 70 lakhs. 

The court further directed that a sum of Rs 20 lakhs should be lodged by 
the bank with the General Treasury, as in the period before 1823. 

The directors decided to appeal for the reversal of these modifications 
which would practically put the bank back to where it was before August 
1822, except for the raising of the limit on the issue of bank notes fiom 
Rs 50 lakhs to Rs | crore. The directors addressed a letter to the Governor- 
General in Council on | August 1829, and backed their arguments with 
specially prepared statements wherever necessary (we have referred to 
some of these statements in Chapter. 5). 

The directors pointed out that even under the more liberal conditions of 
the provisional charter in force since August 1822 the operations of the 
bank had had to be suspended on three occasions, viz. from 29 June to 23 
July 1825, from 2 March to 4 April 1826, and from 4 December 1828 to 9 
January 1829, since otherwise the ratio of the cash balance to liabilities 
would have fallen below the prescribed minimum. The statements 
submitted by the bank showed that the limit of Rs | crore on note issue 
had already been crossed on several occasions: the highest figure reached 
for a six-month period was Rs 1,19,90,342 and the notes outstanding had 
gone up to Rs 1,28,34,050 on 18 September 1824. According to the directors, 
the necessity of exceeding the limit of Rs | crore on note issue proposed by 
the Court of Directors had been chiefly caused by the exigencies arising 
out of the sales of salt and opium—both government monopolies. The 
Secretary to the Board of Salt and Opium confirmed that the stoppages of 
bank loans mentioned earlier had been attended 


with the most prejudicial consequences as regards the ability of the bidders at the 
Government sales to effect the clearance of their purchases. 


At the close of 1828 the dislocation was so great that the Board had to 
permit the lots to remain uncleared till the opening of the bank for loans 
restored a ‘healthy tone’ to the money market. 

The directors emphasized that the relaxation of restrictions on note 
issue was also in the government’s interest and the amount of notes issued 
should be left to adapt itself to the wants of the public. The joint control of 
the proprietory body and the government on the directors was enough to 
deter any abuse of the charter. They pointed to the move for the establish- 
ment of a new joint-stock bank (viz. the Union Bank) by the mercantile 
community of Calcutta, “with the view, among other things, of obviating 
difficulties which [were] apprehended from a return towards the old 
restrictions on the Bank issues’. 

In their view the increase of the minimum required cash to liabilities 


Charter and capital stock, Bank of Bengal, 1822-1861 / 27\ 


ratio from one-fourth to one-third would be a retrograde step. There was 
no possibility of a run on the Bank of Bengal given the confidence it 
enjoyed of the government and the public. Bank notes formed a small 
proportion of the currency, circulated within narrow limits, and their 
movements could be easily monitored. In any case, a great part of the issue 
was required for transactions connected with government revenues, which 
were ‘little liable tu fluctuation’. The merchants’ interest in checking 
unlimited note issue should not also be lost sight of. In Calcutta the chief 
merchants generally held Bank of Bengal stock whereas in England the 
ratio of bank proprietors was almost nothing compared with the number of 
persons who sought accommodation from the establishment. The directors 
contended that the circulation of Bank of Bengal notes, when not artificially 
contracted by the operations of the bank itself and the government, was 
peculiarly steady. 

In support of their contention that the cash reserve ratio of one-quarter 
suggested by them was, if anything, too high the directors quoted the 
recent evidence of the secretary of the British Linen Company. The latter 
stated that the ratio of gold coin or Bank of England notes to the notes 
issued by his company varied between one-twentieth at the lowest to 
one-fifteenth at the highest.” 

Without directly opposing the recommendation to increase the bank 
capital to Rs 70 lakhs the directors contended that that was all the more 
reason for relaxing restrictions on note issue, as otherwise the profitability 
of the bank, which had only been moderate so far, would suffer severely. 
They also opposed the reimposition of the requirement of a deposit of 
Company’s paper by the bank with the public Treasury. If the government 
stilt demanded such a deposit the bank would like to keep it in its own 
custody. 

In any case, the directors wanted time to consult and obtain the 
approval of the bank proprietors, many of whom were in Europe. In a 
postscript three directors, viz. J. Young, J. Beatson and C. Morley, 
referred to the recent Rajkissore Dutt forgeries and argued that whatever 
might be the ultimate decision of the government, 


very great misery would result from the adoption at the present moment of alarm and 
exaggeration of any change in the constitution of the Bank or in the relation in which it 
[stood] to Government. 


On 15 September 1829 the Governor-General informed the directors 
that he would submit the representations contained in the directors’ letter 
for the favourable consideration of the Court of Directors. Implicitly, he 
allowed the more liberal charter of May 1823 to be operative.’ 

On 7 August 1833 Charles Morley, in his capacity as Accountant- 
General, addressed a letter to the government proposing that the Bank of 
Bengal be made the sole agency for all government disbursements. This 
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proposal was approved by the directors of the bank; Morley then submitted 
a detailed plan to the government on 12 December 1833. Some of the 
directors found the new task rather staggering in its magnitude. But they 
agreed to make the government disbursements ‘as a matter of convenience 
to the public provided the Government undertake the risk and charge 
consequent on such disbursements’. Some additions to the bank 
establishment—especially in its European officer component—were made 
in April 1834, and the bank took over some of the governmental dis- 
bursements. However, a full-scale conversion of the bank into a government 
pay office was found to involve the appointment of another deputy secretary 
and treasurer, an additional (European) accountant and a new complement 
of Indian employees—and the expenses of such additions to establishment 
were found to exceed the saving that might be made by the government. In 
May 1837, therefore, the government formally turned the proposal down. 
In the letter that secretary Matnaghten sent to the bank directors (on 7 
September 1833) censuring their conduct in the matter of Alexander & 
Co. there was an implicit suggestion for a revision of the charter: 
If the rules of the charter are inapplicable to the present wants and circumstances of the 


community, the subject should have been brought, with the opinion of the Directors before 
the Governor General in Council for his consideration ... . 


10.2 Increase in capital stock 


In January 1835 che government informed the bank that the Court of 
Directors of the Company had made several suggestions and solicited 
information on several aspects of the bank's business with a view to 
granting a new charter to It. 

The main questions touched upon in this letter were: 

(a) A suggested increase mm the bank's capital 

(b) A reduction in the nominal valuc of the shares. 

(c) The opemng of branches.* 

(d) he abolition of the one lakh limit for advances to any one party. 

(ce) The exclusion from the direction of the Bank of Bengal ofall persons 

connected with the management of other banks.* 

The suggestions of the Court of Directors were met with a ready assent 
on the part of the bank directors, except that the opening of branches, they 
submitted, was primarily a matter of state policy. By this they presumably 
meant that if bank branches were to be opened they expected adequate 
government support and protection in the pursuit of such a policy. They 
also wanted the minimum required ratio of cash to habilities to be reduced 
to one-eighth or even one-tenth. Although there was some disagreement 
among the directors about the proposal to exclude directors of other banks 
(after all, many of the commercial directors were closely connected with 
the Union Bank), ultimately the directors agreed to this proposal too. The 
Jatter also wanted the new charter to authorize them to create a reserve 
fund. 
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On 7 March 1835 the government published a notification in the 
Government Gazette (Calcutta) authorizing an increase in the bank’s capital 
from sicca Rs 50 to sicca Rs 70 lakhs. The existing proprietors, or those 
who might become proprietors before 10 September 1836—which was the 
final date stipulated for subscription to the new capital by the proprietors 
so designated—were given a monopoly of subscription to the new stock in 
the first place. On 23 April 1835 the government announced that it would 
not subscribe to any part of the additional capital. On 1 September 1835 
the Company’s rupee was made the legal tender throughout the Company’s 
possessions. Since a Company’s rupee was worth 15/16 ofa sicca rupee, sicca 
Rs 70 lakhs would come to Rs 7423 lakhs. To avoid awkward 
fractions of a lakh the government authorized the capital stock to be 
increased to Company (Co.) Rs 75 lakhs, its own share to Co. Rs 11 lakhs 
(instead of sicca Rs 10 lakhs= Co. Rs 102/3 lakhs) and the private share- 
holding to Co. Rs 64 lakhs. Every share was now denominated at Co. 
Rs 4,000 (instead of the old denomination of sicca Rs 10,000 and its 
fractions). In the old charter a single proprietor or a group of joint 
proprietors was allowed to hold a maximum of sicca Rs | lakh worth of 
shares. The government now authorized the maximum shareholding of a 
single proprietor or a group of joint proprietors to be raised to sicca 
Rs 1,50,000 or Co. Rs 1,60,000 (in conformity with the increase in the total 
privately held capital by 50 per cent).° 

These modifications in capital stock, together with a more ‘progressive’ 
scale of voting rights, were embodied in Act XIX of 1836 (the Governor- 
General’s Council had acquired the right to pass Acts for the territory 
under the Company’s jurisdiction under the new charter granted to the 
Company in 1833).’ The preprietors of bank stock were entitled to vote 
under the new Act according to the following scale: 


No. of shares owned No. of votes 

] l 

5 2 

10 3 

15 4 

20 5 

30 6 

40 and above © 7 


C:oncurrently with the moves for the increase in the capital stock of the 
bank, proposals were mooted by bank proprietors and directors for a 
major revision of the charter. At a meeting held on 6 April 1835 the bank 
proprietors resolved*® to press for the abolition of the limit of Rs one lakh on 
the advance to be made to any single party on simple personal security and 
to leave the amount to be advanced to the discretion of the directors. They 
also opposed any scheme to create a ‘Reserved Fund’ of profit to meet 
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prospective losses. They wanted the bank to acquire the right to sell the 
stock and appropriate the dividend when any proprietor of bank stock was 
indebted to it.” ‘hey wanted the minimum proportion of bullion or specie 
to be held by the bank against its liabilities to be reduced from one-fourth 
to one-eighth, If the proposed increase in the capital stock went through, 
they wanted three more directors to be elected by the proprictors. And 
they did not want to exclude directors of other banks or similar institutions 
from the bank direction. 

‘The proprietors’ proposals regarding denominations of shares and limits 
on individual ownership of stock and on voting rights were, by and large, 
accepted by the government (with some modifications necessitated by the 
changeover from sicca to Company's rupee) and embodied in Act XEX of 
1836. But the Governor-General in Council refused to make major changes 
in the other provisions of the charter without referring the matter to the 
Court of Directors in England. The government held out for the exclusion 
of persons who were directors of other banks from the bank direction. At its 
insistence a voting paper was sent out to every proprietor in India, with 
the result that the resolution of the General Meeting of April 1835 in this 
regard was reversed by a majority of 34.'° 


10.3. A proposal for a Bank for India 


Hardly had Act XIX of 1836 been passed when the bank directors were 
confronted with the threat of a General Bank for India, proposed by a 
group of powerful East India merchants in London and associated interests. 
H.T. Prinsep, Secretary to the Government of India in the Financial 
Department, wrote a letter on 9 November 1836 to the bank directors 
soliciting their reaction to this proposal. The directors’ reply, dated 15 
December 1836, presents a general review of the principles on which the 
business of the Bank of Bengal was conducted and, more parucularly, ofits 
relationship with the government. The directors correctly divined that the 
plan for an ambitious General Bank covering all the presidencies of India 
and China as well was suggested by the desire to find a means of employing 
profitably the existing superabundant capital of Great Britain. 

The objectives of the proposed Bank for India were nothing if not 
ambitious. The bank would take over the functions of the General Treasury 
of the Government in Calcutta, of the financial agency at Canton and 
Madras, manage the payment of the interest on the public debt, ‘facilitate 
the receipt of the revenue, and its subsequent diffusion through the various 
channels of the public expenditure’, and ‘provide the remittance to Great 
Britain of the sums required there for the Home charges of East India 
Company and enable the East India Company to act up to the intention of 
the Legislature by keeping their Government entirely aloof, from that 
interference with the commerce of India which the present system of 
remittance involves’. While disclaiming any intention of allowing the 
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government to be a partner, the promoters nonetheless wanted government 
superintendence over the new bank and, of course, its wholehearted 
support in its multifanous activities. The promoters characteristically 
wanted the patronage of the government in the furtherance of their 
business while continuing to appeal to the free trade sentiments of the 
British ruling class. They could not, however, specify how the remittance 
was to be provided without ‘interfering’ with the commerce of India. 

The Bank of Bengal directors were quick to point out that for such an 
ambitious scheme the plan of the Bank for India was singularly vague—in 
fact, non-existent. The directors also stated categorically that the 
proprietors of the Bank of Bengal would never allow that institution to be 
swallowed up by any such new bank when they could depend on a stable 
return from their existing investment. 

The directors pooh-poohed the idea that the Bank of Bengal was 
constrained in its operations because of the share of the government in its 
capital or direction: 


The projectors of the General Bank for India are greatly in error in supposing that because 
the Government of this Presidency has had a partnership interest in the capital of the Bank 
of Bengal ‘the primary object of its establishment was to afford assistance to the Government’ 
... the Bank holds only so much of the Government bills in the market as suits its own 
convenience, and the Government has never to our knowledge asked or received accommod- 
ation or an advance of any kind from.the Bank for any purpose of Finance. The magnitude 
of the operations of the General Treasury at this Presidency as compared with those of the 
Bank precludes effectually the possibility of the former leaning upon the latter though it is 
well known that the Bank has often depended upon the accommodation it has received 
from the Treasury for its means of continuing discounts and other accommodation to the 
ublic. 
i ‘2 are of opinion that no Bank however large its capital or widely extended its 
operations, could safely conduct its business if it were to undertake to provide assistance to 
the Government during wars or on other occasions of financial pressure ... . Ifthe proposed 
new General Bank therefore were framed upon the principle of affording such assistance 
whenever needed, we should look with more apprehension than hope of profit to the 
proposed addition to the objects contemplated in the present Establishment of the Bank of 
Bengal. 


The directors then pointed to their earlier offer (permitted by the 
existing charter) to take over a part of the government business, but added 
that they would not promise to be able to manage this business much more 
cheaply than the government, though in their hands ‘the operations might 
be conducted more expeditiously and with more convenience to the public 
creditors’. 

The directors were not unanimous about the propriety of the government 
holding part of the capital of the bank. They also admitted that 


the participation of Government officers in the counsels of the Direction must undoubtedly 
operate as some restraint upon those frec communications as to mutual credit, and the 
purposes for which accommodation is sought, which under other circumstances and if 
mercantile men only were concerned, might facilitate negotiations. Thus their presence 
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may operate to confine business to transactions not requiring such confidential explanations, 
and so far to deprive the Bank of some advantages by contracting its operations. 


‘But’, they added, 


this is a minor evil in comparison with the steadiness of conduct and the exemption from 
party influences which has uniformly characterised the management of the Bank of Bengal 
and for which it has been mainly indebted to the association of mercantile with official 
Directors. 


The directors acknowledged that the business of the bank could be 
considerably extended. They themselves had agreed readily to the proposal 
to increase the capital of the bank. The bank was prepared to extend its 
operauons to the interior whenever the government took the initiative, 


under the condition that the Government should lend the aid of its officers for the control 
and direction of the Branch Establishment organized. With respect to the Bombay 
Presidency it would certainly be very possible to establish a Branch [of the Bengal Bank] at 
that Presidency and some of our Directors are of opinion that this would be the most 
advantageous fonn in which to provide for the banking wants of Bombay. Others, however, 
of our number incline to think that the object might be even better accomplished by the 
Government chartering an independent bank for Bombay with which our bank might 
correspond and reciprocate credit and accommodation. 


This latter suggestion was soon to take concrete shape with the establish- 
ment of the Bank of Bombay. 
About the Government Bank at Madras the directofs wrote: 


This Bank has not hitherto afforded the assistance which an institution of that kind ought 
to do to commerce, and we are inclined to think its being so exclusively under the 
management of the Government may have contributed to contract its dealings and limit its 
utility. 


However, as in the case of any new chartered bank at Bombay, with the 
Madras Bank, too, the Bank of Bengal would be happy to have reciprocal! 
relations of credit and accommodation. 

On the question of remittance or foreign exchange business the directors 
did not offer any collective opinion. Morley thought that the remittance 
business could be easily conducted by the Bank of Bengal. A more hard- 
headed view was provided by H.T. Prinsep: 


As for the notion that the present mode of effecting the annual remittance for home charges 
involves an interference with commerce, it must be admitted that the buying and selling of 
bills of exchange must always have some effect upon trade, but whether the remittance be 
made through the agency of a bank which shall buy and sell the bills, or these are bought 
and sold direct by Government makes very little difference to trade while under the present 
system the Government evidently saves the profit that the Bank must make on the 
operation, and the merchants get the bills free of that brokerage or agency profit. 


Again, the China agency of the Company was deemed necessary because 
the direct trade of India alone was considered inadequate for furnishing 
the full amount of export surplus required for annual remittances. That 
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agency ought to pay for itself by the difference in rates at which these 
circuitous remittances were effected. (Similar views on the expediency of 
the government conducting the remittance business were expressed by 
Dorin.) 

Prinsep agreed with the other directors in denying that the government 
ever sought assistance from the Bank of Bengal. But, he added, 


I know but of one instance in which the Government ever did derive financial assistance 
from the Bank, and that was through a false speculation of those who conducted the Bank 
management at the time, which speculation involved the Bank in difficulty, and might have 
been a source of serious embarrassment, if the Government had not in the midst of its own 
difficulties strained its resources to save the Bank’s credit. (I allude to the Bank having 
subscribed its 4 per cents into the first Burmese loan at 5 per cent, making up an equal 
amount to the transfer in cash.) 


The directors admitted that the bank was in difficulty when the government 
was in financial straits, but they attributed this not to its association with 
the government but to the remoteness of the Calcutta money market from 
the European one, and the impossibility of finding bullion for support in 
case of a scarcity of cash. Some hoped that this difficulty would be 
mitigated with the opening of steam communication between India and 
Europe. 

William Carr, a mercantile director (as partner of Carr, Tagore and 
Co.), argued the case for the severance of the government's connection 
with the bank both as proprietors and directors. According to him, the 
government partnership 


places the Bank in a false position at once with the public and the Government itself. The 
public, especially the native community of India, in accrediting the Bank of Bengal because 
of the acknowledged partnership of Government cannot stop to enquire, if even it could be 
made to understand, how the charter would enable Government to withdraw from 
responsibilities like any other proprietors of the Bank in a period of discredit and failure. 


Carr also thought that the admixture of civii servants in the direction 
inhibited the expansion of the bank and even rendered its accommodation 
less safe. With a mixed direction, 


There is not the same confidence on the part of the commercial Directors in their own 
management of the Bank affairs nor the same power of controlling each other, there is not 
the same feeling of responsibility ... that exists where they know that they alone are looked 
to by the proprietors and the public, nor can a communication-affecting individual credit in 
which the vital interests of the Bank might at times be concerned be so free and unreserved 
as it might be when exposed to the chance of a rediscussion of the question perhaps in the 
Council chamber, or elsewhere, beyond the legitimate range of such subject ... . 


The rejection of any implicit proposal for the incorporation of the Bank 
of Bengal in the prospective (in fact, stillborn) Bank for India was made 
formal through a meeting of the proprietors held on 25 February 1837, 
where H.T. Prinsep moved the principal resolution. At the same meeting 
the directors of the bank were 
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requested to consider and report for the consideration of the proprietors ... in what manner 
the business of the Bank may most profitably be extended, whether larger capital could be 
advantageously employed, and whether either the present charter or that now under the 
consideration of the authorities cramps injuriously the operation of the institution and 
might be enlarged without hazard and with general benefit." 


At a meeting of the proprietors of the Bank of Bengal held on 10 June 
1837 it was resolved that any further augmentation of the capital of the 
bank was unnecessary, unless the bank should find it expedient to establish 
branch banks. The proprietors further resolved that it was not then 
desirable to extend the operations on the bank by way of either branches or 
agencies, or in any manner to place the assets or responsibility beyond its 
immediate control. But the proprietors wanted that a new charter should 
confer the power of establishing such branches or agencies if circumstances 
made such a measure expedient. 

Some of the motions moved by the government directors or the ones in 
their favour were lost, though by a narrow margin. The first resolution, for 
example, | 
That the proprietors approve of the proceedings and views of the Directors (as expressed in 


their letter to the Government of Bengal of the 15th last) in regard to the Bank of India and 
that the further consideration of that project is unnecessary, 


was lost by 22 votes to 21. A motion moved by B. Harding and seconded by 
Cockerell, to increase the number of non-official directors from six to nine, 
was lost, but another motion moved by the same two merchants, to reduce 
the number of government directors from 3 to 2, was carried. ‘The same 
meeting resolved, fatefully, that the words ‘payable in India’ be added to 
the clause of the draft Act regarding the ‘buying and selling of Bills of 
Exchange’. (This motion was moved by R.H. Cockerell and seconded by 
H.T. Prinsep, so official and non-official views were identical on this 
point though perhaps motivated by very different considerations. ) 


10.4 Further increase in cafntal and the charter of 1839 


Early in 1838 a group of proprietors of the Bank of Bengal, headed by 
Dwarkanath Tagore and William Prinsep and including Alexander Colvin, 
kK. Macnaghten, Prosonno Coomar Tagore, Russomoy Dutt and John 
Carr, requested the secretary of the Bank of Bengal to convene a mecting 
of the proprietors to “consider the propriety of petitioning the Governor 
General of India in Council to authorise an increase of the capital stock of 
the Bank’. The moving spirit behind this further augmentation of the 
capital stock of the Bank of Bengal was apparently the same group which 
was behind the continual piling up of the capital stock of the Union Bank. 

On 24 April 1838 a meeting of the propnetors of the Bank of Bengal 
resolved that it was desirable that 


the capital should be increased one half'so that in case the Government should determine to 
take its share of new stock, the capital be increased by the sum of 37,50,000 rupees and in 
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the event of Government declining (as on the late augmentation) to take its share the 
capital be increased by the sum of 32,00,000 rupees.'* 


The existing proprietors were given the first option of subscription as in 
the case of the last increase and were allowed eighteen months from the 
date on which the Governor-General in Council approved the measure to 
exercise their options. At the same meeting the proprietors were told that 
the majority of the directors had decided to appoint a deputy secretary and 
treasurer from among the civil servants, but an opinion was also expressed 
in favour of appointing somebody unconnected with the government. On 
1 May 1838 the appointment of Henry Henderson (lately the head 
accountant of the bank) as deputy secretary and treasurer was announced 
in the Gazette. It was also announced that the signature of the deputy 
secretary and treasurer was and would be ‘tantamount to the signature of 
the Secretary and Treasurer of the Bank’. 

The semi-monopolistic right that the existing proprietors of the Bank of 
Bengal had to all prospective profits including capital gains was confirmed 
by a resolution passed at a meeting of the proprietors on 27 August 1838, to 
the following effect: 


That in the opinion of this meeting the new stock which may not have been subscribed for 
within the prescribed period should be sold to the public at large io the highest bidder at a 
sale to be held at the Bank of Bengal for the benefit of those proprietors only who may hate 
failed to take up their respective shares of such new stock, and that the net proceeds of such 
sale should be rateably divided amongst such proprietors in proportion to their respective 
interests. 


An amendment seeking to use the premium for the benefit of the bank, 
moved by Dwarkanath Tagore, was lost. 

On 31 October 1838 the Bank of Bengal notified the proprietors that the 
Supreme Government had given its consent to the proposed increase of 
stock. 

The Acts of 1836 and 1838 were really provisional pieces of legislation 
enabling the capital stock of the bank to be raised first from sicca Rs 50 
lakhs to Co. Rs 75 lakhs and then to Co. Rs 107 lakhs (since the government 
did not choose to exercise its option of subscribing to the second increase in 
capital stock). Meanwhile, negotiations were going on for replacing the 
charter of 1823 by a new, full-fledged charter. On 22 February 1837 H.T. 
Prinsep, in his capacity as secretary to the Government of India, sent a 
draft of the proposed charter. This draft Act was considerably more liberal 
than the final Act passed in 1839. It omitted any limit on the amount that 
could be lent to a single person or firm or the amount that could be held by 
a single proprietor. It designated the shares in denominations of Rs 1,000 
rather than Rs 4,000. The draft Act also differed from the draft prepared 
by the bank directors. The former did not provide explicitly for the power 
of making by-laws. The Governor-General in Council deemed it sufficient 
to empower the proprietors at their General Meetings to regulate the 
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affairs of the bank and to pass resolutions and rules that should be binding 
on the directors and on themselves until revoked. The draft Act also 
provided explicitly for the creation of a reserve fund— something that the 
draft prepared by the directors had not done (presumably since the 
proprietors had explicitly voted against the creation of such a fund). 

The Act also omitted the power given to the bank in the original charter 
of appropriating the dividends of a proprietor who defaulted on his loans. 
(The bank also tried to exercise the right of appropriating the capital value 
of the share, but this was not upheld by the Supreme Court.) One major 
reason why the government omitted any such provision from the draft Act 
was because this might mean extending 


the privileges of a body corporate like the Bank in respect to these particular assets so as to 
place it in a better position than other creditors of an insolvent proprietor, 


and therefore, would be unfair to other creditors. 
Among the provisions of the first draft Act the following are of special . 
interest: 


XVI. And it is hereby enacted that at all such General meetings the Proprietor shall vote 
according to the following scale. 


1 share shall entitle to | vote 
20 shares shall entitle to 2 votes 
40 shares shall entitle to 3 votes 
60 shares shall entitle to 4 votes 

100 shares shall entitle to 5 votes 
150 shares shall entitle to 6 votes 
900 shares shall entitle to 7 votes 


XXIV. And it is hereby enacted that the said Bank of Bengal shall not be engaged wn any 
kind of business except the kinds of business hereinafter specified, that is to say; 


. The discounting of negotiable securities. 

. The keeping of cash accounts. 

. Buying and selling of bills of exchange. 

. The lending of money on short loans. 

The buying and selling of bullion. 

The receiving of deposits. 

. The issuing and circulating of cash notes. 

. The selling of property deposited in the Bank, as security for a loan and not red-emed or 
of property recovered by the Bank in satisfaction of debt. 


XXV. And it is hereby enacted that the Directors of the said Bank shall discount no 
negotiable security and make no loan unless the amount of cash in possession of the said 
Bank and immediately available shall be equal to at least 1/8 of all the outstanding claims 
against the said Bank which are payable on demand and unless the aggregate amount of 
cash and Government securities in the possession of the said Bank of Bengal and immediately 
available shall be equal to % of all such claims. 

XXVI. And it is hereby enacted that the Directors of the said Bank of Bengal shai! not 
discount any negotiable security which shall have a longer period to run than 3 tuvuths, or 
lend any money for a longer period than three months; and that they shall make no loan or 
advance on any negotiable security of any individual which does not carry “1 i; ihe several 
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a a of at least two persons or firms unconnected with each other or by joint 
trade. 

XXVIII. And it is hereby enacted that the Directors of the said Bank shall make no loan 
other than such loans as are described in the last clause except on deposit of public 
securities to the full amount of the loan which public securities shall be so endorsed as to 
put them at the absolute disposal of the Bank of Bengal, or on deposit of goods not of a 
ae kind the estimated value of which goods shall exceed the amount of the loan by 
at least 4. 


A limit of Rs 7.5 lakhs on loans to government was also imposed. 

However, the draft Act of 1839, which was published by the Legislative 
Department on 28 January 1839, was very different from the above draft 
Act. It restored the denomination of shares to Rs 4,000 and fixed the same 
scale of voting as the Act of 1836. It-added the phrase ‘payable in India’ 
after ‘buying and selling of Bills of Exchange’ among the items of business 
to be conducted by the bank. It restored the limit of one-fourth on the 
minimum ratio of cash balance to habilities (and made no mention of the 
sort of second liquidity ratio in the form of a joint limit on cash balances 
and government securities, as was proposed in the draft Act of 1837). It 
imposed a limit of Rs 3 lakhs on advances to any individual or partnership 
firm, 
either by way of discount, loan or in any other manner (saving by loans upon the deposit af 
Government securities, or goods not perishable ...) provided always advances upon Bills of 


Exchange accepted by the Government or upon other Government obligations shall not be 
considered as an advance within the meaning of the restriction. 


There was only a minor relaxation: the draft required a margin of one- 
fourth on advances on non-perishable goods rather than one-third as in 
the 1837 draft. It retained the limit of Rs 2 crore on the note issuc. 

The draft Act also authorized the establishment of branch banks thereby 
granting legal sanction to the agency of the bank at Mirzapore which was 
opened in the last quarter of 1838 (see Chapter 7 for a detailed discussion 
on the Mirzapore agency). 

‘This draft was passed in an unaltered form on 18 March 1839 as Act No. 
VI of 1839." 


10.5 Changes between 1839 and 1855 


By Act No. XXI of 1854 the Government of India empowered the 
secretaries and treasurers of the three chartered banks of Bengal, Bombay 
and Madras to draw and endorse government bills, securities, etc. standing 
in the names of the respective banks and to sign documents tor those 
banks. This was enacted merely to remove doubts about the legality of the 
powers the secretaries had already been exercising. By the second clause of 
the same Act the government authorized the three chartered banks to lend 
money on the security of shares of guaranteed railway companies. 

By Act No. X XVII of 1855 (which was passed on 19 September 1855 
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and published in the Government Gazette of 17 October 1855) the government 
authorized the three chartered banks to conduct the business which had 
hitherto been transacted by the Government Agent, viz. 


First. To take charge of any government securities or shares in any of the said banks. 
Second. To receive the interest or dividends on any such securities or shares. 

Third. To invest any money deposited in any of the said banks in the purchase of any such 
securities or shares. 

Fourth. To sell or transfer any such securities or shares deposited with them, or to receive 
any principal money that may become payable thereon. 

Fifth. To re-invest the principal, interest or dividends so received, or the proceeds arising 
from such sale in Government securities or shares in any of the said banks, or to hold or pay 
any such principal, interest, dividends or proceeds, or according to the instruction of their 
constituents, and at their risk, to remit the same by public or private bills, whether payable 
in India or not, and to do all acts necessary or proper for the purpose of making such 
remittances: Provided, that if any such remittance be made by a note or bill of any of the 
said three banks, the same must be payable in India on demand. 


This Act defined the functions of the depositors’ department of the three 
Presidency Banks, which were sources of substantial profit for them. 
While the Bank of Bombay took advantage of this Act with alacrity, the 
Bank of Bengal directors, largely under the influence of David Cowie and 
mercantile directors interested in the foreign exchange market, passed a 
resolution on 29 November 1855 restricting the business to be conducted 
by the bank. The resolution read: 


Resolved, with reference to para 5 of Act 27 of 1855 to decline to remit for constituents in 
any bills other than the bank’s own post bills, Bank of England post bills or Treasury bills. 


By March 1856 it was evident that this self-imposed restriction seriously 
harmed the business of the bank. On 19 May 1856 J.I. Harvey (a govern- 
ment director) put forward, for the consideration of his brother directors, a 
resolution rescinding that of 29 November 1856 and permitting the bank 
to notify the public in India and England that the bank would remit 
according to the instructions of its constituents and at their risk either by 
private or public bills. Against the strenuous opposition of Henry Cowie 
(of Colvin Cowie & Co.), on 22 May 1856 the directors adopted by a 
majority vote the resolution brought forward by Harvey. (Cowie’s firm 
had been one of the influential signatories of the petition in the 1840s to the 
East India Company for the regulation of unchartered banks in India.) 
This move, if successful, would have allowed the private agency houses to 
monopolize the foreign exchange business. Cowie’s stand also indicates 
the nature and strength of private interests that were ranged against any 
proposal to allow the Presidency Banks to engage in foreign exchange 
business. (See also Chapter 19 in this context). 

Barring the additions to business introduced by the Acts of 1854 and 
1855 the charters of the three banks remained unaltered until 1862, whena 
major change in the nature of their business was introduced—the character 
and consequences of which we describe and analyse in Part IT. 
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. Symes Scutt: Bank of Bengal, pp. 19-21. 
. See evidence of Alexander Blair, secretary to the British Linen Company, in the Report 


Srom the Select Committee on Promissory Notes in Scotland and Ireland dated 26th May 1826, 
British Parliamentary Papers, 1826, vol. III, p. 51. On the contemporary position of 
the British Linen Company and Scottish banks in general see Checkland: Scottish 
Banking, part 3. 


. The government’s refusal to immediately implement the directives of the Court of 


Directors regarding note issue was probably influenced by its concern to relieve the 
stringency of the money market. See Tripathi: Trade and Finance, p. 189. 


. Branch banking, like many other features of British banking in the eighteenth and 


nineteenth centuries, was a Scottish innovation. But it came into prominence in 
England in the wake of the banking crisis of 1825-26, when the Bank of England 
embarked on a policy of opening a number of branches within England. See 
Clapham: The Bank of England, vol. II, pp. 103-05, 110-16. Knowledge of these 
developments, and publicity given to Scottish banking practices through the evidence 
given before the Parliamentary Committee of 1832 to consider the renewal of the Bank 
of England charter, very probably influenced the suggestions for modifying the charter 
of the Bank of Bengal. 


. Symes Scutt: Bank of Bengal, pp. 28-29. 
. On a scrutiny of the list of shareholders of the bank just before September 1836 it is 


found that there were only two individuals, viz. G. Chisholm and Col. H. Rose, who 
held ten shares each, and two others (General D.F. Blomart and a Mr. Cockerell) who 
jointly held ten shares. The last two did not exercise their option of subscription to the 
new capital. 


. Under the 1833 Charter Act of the East India Company, ‘All laws and regulations 


passed by the Governor-General in Council were subject to approval by the Court of 
Directors, while the rules of legislative business had to be approved by the Board of 
Control and finally laid before Parliament. Subject to these restrictions, the legislative 
authority of the Governor-General in Council was intended to be not only supreme, 
but exclusive in India.’ B.B. Misra: The Administrative History of India (1834-1947) 
(Bombay, Oxford University Press, 1970), p. 14. 


. See the Government Gazette (Calcutta), 9 May 1835. 
. Clause 33 of the charter of 1809 empowered the bank to appropriate only the dividend 


due to a defaulting propnetor. This was one of the bones of contention in the case of the 
Bank of Bengal against a Major Richards—a case that the bank finally lost in the 
Supreme Court. See The Calcutta Monthly Journal, October 1835. 


. Symes Scutt: Bank of Bengal, p. 31. 

. Government Gazette (Calcutta), 1 March 1837. 

. Government Gazette (Calcutta), 3 April 1838. 

. Since the government decided not to take any part of the new capital, but the capital 


set aside for private subscription was fully subscribed, the paid-up capital increased to 
Co. Rs 107 lakhs. Brunyate seems to have overlooked the government’s decision not to 
take up any part of the addition to capital stock for he wrote: ‘Apparently the 
additional amount called for in 1838 was never fully subscribed, for the Bank’s capital 
stood at only 107 lakhs’. Brunyate: Presidency Banks, p. 11. 

Government Gazette (Calcutta), 3 April 1839. 


Chapter 11 


India’s first War of Independence 
and the Bank 


11.1 Directors’ differences over rates 


The beginning of the year 1855 witnessed one of the tightest monetary 
situations in the whole decade of the 1850s. One contributing cause seems, 
to have been a very low net import of silver into India. Another was the 
borrowing operations of the government for financing public works— 
mainly railways. In connection with this stringency of credit a controversy 
occurred between some of the directors of the Bank of Bengal, particularly 
between the majority of the commercial directors and the rest of the 
directors. (Later on, a similar but much more acrimonious controversy 
took place among the directors, when the government and the commercial 
directors were ranged on opposing sides. ) 

On 19 March 1855 the secretary reported an extremely tight money 
market, with Treasury payments being made mostly in bank notes and 
cheques rather than silver. Director Cowie proposed that the rates be 
raised at once by | per cent all round, except for private bills, on which 
rates should be raised by 2 per cent. He also proposed a margin of at least 
15 if not 20 per cent on loans on government securities. Government 
directors Mackinlay and Deffell voted for raising the rates by 2 per cent all 
round and the margin on Company’s paper to 20 per cent. Proprietory 
directors Church, Brown and Mackenzie did not think that raising the 
rates of interest would stop the drain; they would raise the margins rather 
than the rates. Mackenzie proposed that the rate on Company’s paper 
alone should be advanced by | per cent. Evidently, his view prevailed. All 
the directors wanted the Treasury to give the bank more silver. 

Subsequently, Mackenzie argued that the bank’s policy should not be 
confined to raising rates of interest alone but should also aim at discouraging 
the accommodation enjoyed by the public against loans on deposit of 
public and other securities. He argued that for every further advance of | 
per cent in the rates there should be a corresponding increase of at least 5 
per cent in the margin on Company’s paper. Such a policy would obviate 
the necessity of ever having to raise the rates by 2 per cent at a time—a rate 
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of change that always caused alarm and injured business. The other 
commercial directors agreed with Mackenzie. 

The raising of the rate on government acceptances by | per cent on 8 
February 1855 did not ease the situation much. In Annexure 11.1 we have 
reproduced the figures for cash balances, note circulation and total assets 
and liabilities of the Bank of Bengal on the last day of each month 
from December 1854 to December 1861. (The figures for other months are 
not available in the minute books in this form.) From these figures it will be 
seen that between the last day of December 1854 and that of February 
1855 the cash balance declined by morc than Rs 28 lakhs, and reached a 
level which was the second lowest during the entire period December 
1854—December 1861. (It was even lower than the figure reached at the 
end of September 1857. See section 11.2 in this connection.) 

On 8 March 1855 government directors Lushington and Harvey pointed 
out that the cash balance of the bank was Rs 5.5 lakhs below the level 
required by the charter. The balance had continued to decrease, notwith- 
standing the fact that the demands of the bank upon the Treasury had for 
some time past been paid in cash. Lushington and Harvey’s solution was 
to raise the rates on all descriptions of accommodation to the highest rate, 
viz. 12 per cent, allowed by the law. But the majority of directors voted 
against them. Gowie proposed that a committee of the directors shoyld 
scek an interview with the President of the Council of India to point out 
that the position of the bank and the commercial community might 
reasonably be ameliorated ifthe government discounted its own acceptances 
lor the Bank of Bengal at the average rate of interest the bank realized from 
its customers. Harvey’s proposal that the bank should dispose of its 
h oJIdings of government paper, amounting to upwards of Rs 16 lakhs, was 
negatived. It was resolved that Cowie should meet the President in 
Council (J.A. Dorin) and discuss the proposal with him. On the basis of 
the interview with Dorin, granted on the -same day, C.H. Lushington 
circulated a resolution for the approval of the directors that raised the rates 
on all descriptions of accommodation by | per cent and the margin on 
loans on deposit of government securities by 5 per cent. 

It was understood that if after a week’s trial this measure was not found 
to attain the desired end of putting the bank within rule, the government 
would be willing to discount the government acceptances held by the bank 
1o a moderate extent (say Rs 10 lakhs), on the terms suggested in the 
resolution proposed by Cowie. 

By 5 April 1855 the situation had changed so much that it was decided 
to lower the rates on loans and discounts by one per cent all round. 
However, the stringency of the money market continued to prevail beyond 
the usual busy season. The raising of loans, including public works (P.W.) 
loans, by the government was a contributory factor. By 26 July 1855 the 
directors had to consider ways and means of replenishing the cash balances 
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of the bank. It was at first resolved to sell Rs 10 lakhs worth of its holdings 
of 5 per cent government securities at a premium of 12 annas per cent. 
However, it proved impossible to sell the securities at the stated premium. 
One reason was that the Madras portion of the 5 per cent P.W. loan was 
still open; allied with that was the belief in the bazaar that the government 
was about to open a fresh loan—a belief which seemed to be confirmed by 
the bank’s coming into the market for the sale of the paper. 

The bank accepted the offer of one of the directors, Stewart Palmer, to 
take a lakh of the bank’s 5 per cent securities at a premium of 7 annas clear. 
By 4 August 1855 the bank had managed to sell only-Rs 1,95,000 worth of 
the 5 per cent paper, even though it had decided to accept whatever were 
the best rates obtainable in the market. On that date the cash balance of 
the bank was no more than Rs 6 lakhs above the amount required by the 
charter, while the Treasury held claims to the extent of Rs 26 lakhs and 
notes to the extent of Rs 70 lakhs more. ‘The secretary proposed that an 
additional margin of 5 per cent be demanded on 4 per cent securities, and 
that the rates be raised | per cent all round. 

Many of the commercial directors strenuously opposed this proposal. 
(This can be understood when we see that the rate on private bills was 
already 10 per cent, and so was the rate of interest for loans against goods. ) 
They argued that Rs 20 lakhs of silver were expected by steamer any day 
and further shipments of bullion were expected. Moreover, large amounts 
of mint certificates (estimates varied from Rs 15 to Rs 35 lakhs) were 
expected to be paid into the Bank of Bengal. However, it would appear 
that the succour hoped for did not materialize, for the bank raised rates in 
three successive weeks (9 August, 16 August and 23 August 1855) until the 
rate of discoant on private bills and notes, the rate of interest on fixed loans 
and cash credits not exceeding three months as well as on advance against 
goods stood at 12 per cent, while the rate of discount on government 
acceptances stood at |1 per cent.! 

‘This difference of opinion between government and commercial directors 
in 1855 and the fact that rates eased in July 1856 (when the rate on private 
bills came down to 7 per cent) only to reach new heights again in January 
and February 1857 (in the latter month the rate on private bills was 
pushed up to 14 per cent, the highest rate recorded until the 1860s) 
provide clues to the stubborn resistance commercial directors put up to 
the proposal to push up rates during the so-called Mutiny of 1857. 

In late November 1855 the bank decided to take advantage of the 
approaching abolition of the office of Government Agent and receive for 
safe custody certificates of its own shares and any description of government 
securities. The bank would, for a commission, realize and remit dividends, 
interest and proceeds of sale. Thus was the depositor’s department born. 

- Several problems came up in connection with the business conducted 
by this department. The bank originally committed itself to remit the 
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money only in its own post bills, in Bank of England post bills or in bills 
upon the British Treasury. This restriction led to protests by the bank’s 
constituents and even by several directors later on. Under the influence of 
director David Cowie the bank did not originally avail of the option of 
doing a commission business on all kinds of securities (see aso section 10.5 
in this connection). 

‘The question was reopened in 1856. On 19 May 1856 divecioe Harvey 
brought forward a resolution seeking to remove the restrictions on the 
mode of remittance of interest, etc. realized on the securities in the safe 
custody of the bank, and on the types of security the bank would take 
custody of for its commission business. The majority of the directors sided 
with Harvey. But some directors considered the argument that the bank 
was losing business to its competitors because of the restrictive nature of its 
commission business to be invalid because it could, in any case, never 
purchase (private) bills at as favourable rates of exchange as the sellers of 
the bills would give to their own constituents. Harvey’s supporters won 
the day. The directors resolved that the resolution of 29 May 1855 be 
rescinded and a notification be issued to the public in India and England 
intimating that the bank would remit according to the instructions of their 
constituents and at their risk either by public or private bills. Accordingly, 
a notice was issued on 26 May 1856; but in this notice ‘safe custody’ wae 
still confined to the bank’s own share certificates and Indian government 
securities. However, the bank undertook to invest or remit dividends and 
interest according to the instructions of constituents, and also to purchase, 
sell and transfer any such shares and securities (as it had been doing since 
| December 1855). 

‘The conservatism of the Bank of Bengal in this respect contrasts with 
the more open policy pursued by the Bank of Bombay which had put no 
restrictions on the mode of remittance of dividends and interest. The 
behaviour of the Bank of Bengal can be interpreted as a bid by a bigger 
institution to get recognition for its post bills in London. But it was 
hamstrung by other restrictions which did not apply to the exchange 
banks. Besides the Bank of Bombay, the Oriental Bank Corporation and 
other new exchange banks were also in the field, competing for the 
business relinquished by the Government Agent.’ 

In February 1856 the question of granting post bills to married ladies 
was reopened at the instance of director Deffell. By a rule passed in 1849 
the bank did not grant post bills in favour of married ladies. The bank now 
referred the case to Advocate-General Ritchie for his opinion. The latter 
stated that the bank incurred considerable risk in paying a bill granted by 
it in favour of a married lady upon her indorsement alone. Legally, a 
married woman had no power to indorse a bill of exchange, even where her 
husband was living altogether apart from her. The bill indorsed by her 
would bind her interest and the husband could not interfere with the bill or 
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its proceeds only if she had property settled on her for her own separate 
use, Independently of her husband. In other cases the husband might 
contend successfully that the property in the bill vested in him, and as he 
had not indorsed it that property still remained in him and had been 
improperly paid by the bank on the sole indorsementof his wife. 


Ritchie added: 


The Bank incurs no actual risk in granting bills in favour of married ladies as it is always 
competent to it to require that such bills should be properly indorsed by the husband before 
it pays them. But the Bank would incur risk which theoretically is serious, but practically 
would probably be fuund not very great in paying such bills except upon the indorsement of 
the husband. In practice the Bank would incur less risk in granting bills to ladies whom 
they knew to be marned, than to those whom they believed to be single or did not know to 
he married. 


Ritchie concluded that although the rule was more stringent than was 
strictly necessary it might be prudent to retain it after all. ‘Thereupon, the 
directors agreed to retain the rule, subject to its relaxation in special cases 
at the discretion of the secretary. 

In January 1857 the bank published the first detailed half-yearly report 
(for the period ending 31 December 1856) in accordance with a resolution 
recorded by the proprietors on 10 December 1856. The directors announced 
in this report that they had under their consideration ‘the question of 
extending the operations of the bank, by the establishment of branch 
oflices in the principal towns and marcs in the Upper Provinces and in the 
Punjab’. The directors adverted to the low rate of dividend (6.25 per cent 
per annum) for that half-year and attributed it to the prevailing commercial 
depression. 

The great falling off in the amount of the present, as compared with the unusually high 
preceding dividends is attributabie to the very great influx of the specie, causing the Bank's 
resources to be suddenly and considerably increased, simultaneous with which, the 


demand for loans and discounts decreased, and the rates of business consequently fell tu the 
lowest possible figures viz. 3 and 4 per cent.’ 


Before the directors had recovered from the virulent criticism of their 
policies expressed in the shareholders’ meeting of December 1856 (in 
which important Indians such as Govin Chunder Dutt—an uncle of 
Romesh Chunder Dutt and father of Toru Dutt—and Heeralal Seal, son of 
Motilal Seal, made common cause with dissident European shareholders 
such as George Ashburner) they were plunged into the middle of a credit 
crisis. On 23 December 1856 the secretary reported a net increase in loans 
granted between 20 and 22 December amounting to more than Rs !6 lakhs 
and in bills discounted to more than Rs | lakh. The drain of silver trom the 
bank on 22 December came to Rs 3,40,000. Several directors reported a 
large drain of silver to Akyab (the British had acquired the whole of lower 
-Burma aiter the second Anglo-Burman war) and expected at least Rs 20) 
lakhs of silver to be exported to that port. Under the circumstances, the 
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directors resolved to raise the rates of interest and discount by | per cent 
all round, but to leave the margins unchanged. After this rates were raised 
again on 8 January, 22 January, 29 January and 5 February 1857 in an 
attempt to curb the demand for money.* The rate of discount on private 
bills rose to 14 per cent on 5 February 1857 and came down to 9 per cent 
only on 2 April 1857. The rates came down to 7 per cent discount on 
private bills on 7 May 1857. Then the Mutiny upset the normal pattern of 
low rates of interest in the ensuing slack season. The rate of discount on 
private bills jumped by 2 per cent to reach a level of 9 per cent on 11 June 
1857, 1] per cent on 2) July 1857 and 12 per cent on 15 October 1857, and 
ruled at that level until 14 January 1858, when it came down to |] per cent. 

Along with rates, the margins for loans on government paper were also 
raised, as follows: on'sicca 4 per cent, including stock receipts, from 12 to 
17 per cent; on Company’s 4 per cent from 17 to 22 per cent; on Company’s 
5 per cent from 5 to 8 per cent. One of the directors, Brown, considered 
even these margins too low, since the discount on Company’s paper was 
then 20 per cent. This was a direct result of the war raging in the 
North-West Provinces. The unsettled condition of the money market was 
underscored by the raising of the rates by 2 per cent on 20 July 1857— 
partly in anticipation of applications for loans for subscribing to the new 5 
per cent loan floated by the Company. The bank also decided to send 
Rs 7,79,200 of its holding of sicca 4 per cent paper for conversion into thé 
new 3 per cent loan. 


11.2 Clash between mercantile directors and the government 


in August 1857 the bank received applications for loans from the 
Oriental Bank (Rs 8,12,455) and from the North-Western Bank 
(Rs 1,00,600). The bank had to grant these loans in terms of its advertisement 
ancl the directors realized that the only proper course would be to raise the 
rates and the margins to such an extent that it was not worthwhile for these 
competing institutions to apply for the loans. 

On 25 August 1857 the government director (and president) C. Hugh 
Lushington noted that within four working days since the last meeting the 
cash balance had decreased by nearly 6% lakhs and advances had increased 
by nearly 10%/2 lakhs, thus increasing the possibilities of the bank breaching 
the rule. Rates and margins, he thought, should be increased all round and 
he protested against the hesitation of the majority of the directors to raise 
the rates. Lushington saw no immediate prospect of improvement in the 
state of the money market. 


On the contrary, there is reason to expect that a greater pressure for accommodation will 
arise with the re-establishment of order in the North West Provinces. And while [ maintain 
that the value of Government securities will be much more seriously affected by the Bank 
being obliged to stop accommodation altogether than by a present increase in the rates and 
margins, I am convinced that such a stoppage must take place before long if the present 
arrangements are persevered in ... . 
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I must add that I have good reason to suppose that an adherence to the course now pursued 
will induce the Government to refuse aid to the Bank if it should, in consequence, be 
involved in.difficulty. 


J.J. Mackenzie now emerged as the leader of the mercantile directors. 
‘His rebuttal to Lushington (and other government directors) was to point 
to a recent Improvement in the bank’s cash balance to liabilities ratio, even 
though no change had been made in the rates or margins after 12 August, 
when the margin on Company’s paper was raised by 5 per cent. 

On 27 August the president proposed that rates be increased but the 
amendment moved by Cowie, that no change be made, was carried by 5 
votes to 4. The president again drew the attention of his fellow directors to 
the diminishing cash balance of the bank. The board was still reluctant to 
alter the rates. Harvey proposed that mint certificates be given a favoured 
position and that more favourable terms be accorded to parties repaying 
their loans in silver instead of bank notes. Bullen pointed out that the bank 
already discounted mint certificates at 5 per cent, which was a sufficiently 
low rate considering the state of the market then, and a special treatment 
for repayment of loans in silver rather than notes would effectively devalue 
the notes and could not be supported. 

The bank rates continued unchanged and the cash balance continued to 
decrease. The three government directors recorded a formal protest on 10 
September 1857 against the policy pursued by the majority in the direction 
of the bank. The major facts adduced in support of their argument are 
given in Table 11.1. 


Table 11.1 
Cash balance and loans of the Bank of Bengal, July-September 1857 (Rs) 
Date Loans on deposit Cash balance Surplus within rule 
21 July 1857 1 ,61,67,345 1 ,28,76,795 68,30,526 
28 July 1857 1,70,09,500 1,21,15,816 55,67 ,383 
4 August 1857 1,75,15,800 1,15,83,219 50,31,975 
12 August !857 1,76,01,200 1,02,34,321 40,35,735 
25 August 1857 1 ,96,96,200 86,20,515 23,89,907 
3 September 1857 2,01,20,900 77,12,305 14,19,685 
8 September 1857 2,03,43,103 72,65,068 7,98,814 


Lushington pointed out that all suggestions for restricting loans by the 
bank by using the ‘most fair and proper means’, viz. by raising rates and 
margins, were negatived by the mercantile directors. The president had, 
therefore, no other recourse than to suggest explicit credit rationing from 3 
September. It was proposed, firstly, that all further loans and cash credits 


India’s first War of Independence and the Bank / 291 


to the banks on deposit of government paper be refused and all applications 
from the banks for renewal of loans and cash credit be circulated for the 
orders of the directors; secondly, that accommodation to the public generally 
be limited in accordance with a fixed scale, to be prepared subsequently; 
and thirdly, that no government bills should be discounted having more 
than 30 days to run. 

These measures were enforced but they did not have the desired effect. 
On 8 September a proposal of the government directors that fresh 
accommodation on deposit of government securities be altogether 
suspended was rejected by the majority in favour of a resolution to confine 
accommodation to customers of the bank, subject to the decision of the 
directors in each individual case. All propositions for a change in rates or 
margins were at the same time emphatically negatived. 

This elicited a protest from the government directors. They challenged 
the theory that the bank’s policy had a decided influence on the value of 
government securities, and charged that the policy hitherto pursued had 
resulted in (a) a small section of the community obtaining better terms 
than they had any fair reason to expect, (6) a diminution in the 
profits of the shareholders through reduction in the interest income of the 
bank, and (c) an increase in the risk of loss because of an unduly large | 
accretion of loans held on an inadequate margin. 

This protest was preceded by a letter (dated 9 September 1857) from 
Lushington in his capacity as Secretary to Government of India, Financial 
Department, directing the bank to take measures to prevent the bank 
getting out of rule. (On the evening of 8 September 1857 the bank was 
within rule by only Rs 4,85,508. Presumably, the figures shown under 

‘Surplus within Rule’ in Table 11.1 represent opening balances). 

At the meeting of 14 September 1857 the majority of the bank directors 
informed the government that measures had already been adopted 


to restrict the accommodation heretofore unreservedly given on deposit of Government 
securities and otherwise to the public and to contract the Bank’s circulation 


which, in their opinion, were ‘the best calculated to keep the Bank within 
rule and to meet present difficulties’. They also stated that the real 
pressure on the bank’s resources arose from 


the exchange of notes for silver principally by natives. Distrust caused by the present 
political state of the couatry, is at the bottom of this anxiety to possess the precious metals, 
and should the demand for silver in exchange for notes continue, nothing short of a 
suspension of cash payments could prevent the Bank from appearing out of rule for a time. 


The president and the two other government directors, however, 
dissented from this view and expressed their opinion that the current 
difficulties, though arising partly from the exchange of notes for silver, 
might have been avoided had timely measures been taken for bringing 
down the amount of loans and note circulation by a proper increase in 
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rates and margins. On 16 September 1857 Lushington, in his capacity as 
Financial Secretary to Government, wrote to the directors ‘requesting’ 
(really, enjoining) them to 


furnish a statement of the grounds of the measures which [had] been adopted since 21 July 
last in consequence of the decision of the majority of the directors. 


He also wanted a detailed statement of the cash balance, loans, etc. of the 
bank since 21 July and the names of the parties to whom accommodation 
had been granted since 3 September. 

The majority of the directors sent a defiant reply on 19 September 
1857,° questioning the legal authority of the government to ask for such 
explanations. They quoted section !|1 of the charter where it was simply 
stated that the business of the bank should be managed by nine directors 
without any provision for accountability to the government. They declined 
to furnish a statement of the reasons for the measures which had been 
adopted since the preceding July. 

The government then turned to the Advocate-General,® who gave his 
view on 25 September 1857 that 


the directors of the Bank of Bengal by infringing the rule prescribed by Sec. 26 of the Bank 
Act and by refusing to adopt a resolution pledging.themselves not to make any fresh loans 
on Government securities after they had already infringed the rule [had] rendered themselves 
liable to a bill in equity at the suit of any one shareholder on behalf of the shareholders 
generally except the defendants—and to an injunction restraining them from any further 
violation of the rule. 


On the morning of 22 September the bank was already out of rule by 
Rs 1,75,652. Whilst thus out of rule, private bills were discounted to the 
extent of Rs 80,097, government notes to the extent of Rs 61,739, and loans 
were granted to the tune of Rs 2,42,900, the result being that at the close of 
the day the bank was out of rule by Rs 4,75,044. 

‘Armed with this fact the government informed the bank of its determin- 
ation to proceed against the directors, legally if necessary, to make them 
suspend all loans and discounts until the bank was within rule again. Ata 
special meeting of the directors on 2 October 1857 the resolution was 
moved that 


no negotiable security be discounted and no loan made until the amount of cash in 
possession of the Bank and immediately available shall be at least one-fourth of all the 
claims against the Bank outstanding for the time being and payable on demand.’ 


It was carried by the votes of the three government directors, Lushington, 
Harvey, and Drummond, and one mercantile director, Bullen, while the 
remaining directors, viz. Cowie, Mackinlay, Braddon, Brown, and 
Mackenzie, abstained. The latter also put on record and for communication 
to the g::vernment their protest against the government’s insistence on the 
literal enforcement of the 26th clause of the charter Acct. 

The majority of the directors claimed that the bank had been out of rule 
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for protracted periods in the past without governmental authority being 
interposed to restrain the decisions of the bank (in fact, according to them, 
prior to 14 February 1856 the position of the bank when out of rule was 
worse in reality than in appearance, as the balance of cash credits undrawn 
was not included in the statement of liabilities). Their view was that the 
letter of the law as regards the rule was less important than the preservation 
of public credit from the effects of panic, the protection of public securities 
from undue depreciation, and the affording of accommodation to the 
bank’s customers at moderate rates. 


We conscientiously believe that we have to some considerable extent succeeded in those 
objects, and that had we been left unfettered by the hostile resolution of Government, the 
early improved position of the Bank would have justified the prudence of our acts. We 
appeal to the improved value of public securities, in the short period that has elapsed since 
the close of the holidays, in support of what we advance. Every man of business felt in the 
gloom that preceded those holidays that success in the North-West would inspire renewed 
confidence, and with it give relief to the money market. Large quantities of silver are 
flowing into the country, the bank’s circulation is but little in excess of average amount kept 
outstanding by the wants of trade; and we unhesitatingly assert our conviction that under 
the recently adopted system of management, a large return of silver to the Bank’s vaults 
would have taken place at no distant date. 


In a formal reply the government emphasized the clear violation of the 
law when the bank transgressed any provision of the charter, a violations 
that could not be condoned by quoting any precedent. The government 
also doubted the efficacy of the policy pursued by the bank for serving the 
general interest. 

‘These formal proceedings were interspersed with a debate between the 
government and mercantile directors regarding the guidelines informing 
the policies to be pursued by the bank. In a minute which was circulated 
on | October 1857 Mackenzie contended that the trade of the port and the 
value of almost all articles of export had expanded, thus largely augmenting 
the demand for bank credit, whilst the capiial available to meet the 
demand was less than it had been before the failure of the Union Bank. 
According to him, the strain of the increased demand for credit was borne 
almost exclusively by the Bank of Bengal, since 


much even of the limited assistance given to trade by the other local banks [was] derived 
from it through the loans granted to those banks. 


The time, nevertheless, was not opportune for increasing the capital of 
the Bank of Bengal, and it therefore became 


a matter for serious consideration how to combine the safe management of the Bank with 
the maximum accommodaton to the public in the employment of its funds. 


The course followed by the bank hitherto had been to grant loans or cash 
credits on deposit of government securities, without regard to the credit of 
the parties desiring to borrow, 
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on the sole condition of covering the current margin and paying the current rates of 
interest. Private discounts and even those of Government advances [had] always thus 
formed an insignificant part of the Bank’s business. 


Mackenzie opposed the principles guiding these policies—policies which 
had been supported by the government directors. According to him, these 
policies were opposed to the principles that guided banks in every other 
quarter of the globe. 


The great object of the banker is to secure the return of his advances at a specified time, and 
few men of business will dispute that that end is, as a rule better attained practically, and 
with more convenience to the borrower, by lending on securities at their fair market value, 
limiting the extent of loan with reference to the borrower’s other known means, than by 
lending to all alike on an arbitrarily fixed value of the security offered in pledge. 


He contended that the system hitherto followed by the bank had 
induced a larger investment of commercial capital in government securities 
than would have been the case had different counsel guided the directors 
and that the value of these securities had been raised above their fair level. 

As a postscript, Mackenzie added that the payment of Rs 8 lakhs into 
the open 5 per cent governinent loan, in pursuance of a resolution passed 
at the special meeting of 21 July, was lege being an infraction of clause 
29 of the charter Act. 

The government directors replied that the question of an extension of 
the capital of the bank had come up more than once during the past two 
years, but they could not find satisfactory evidence that such extension 
was really necessary. The bank had, on some occasions, been unable to 
find employment for the large cash balances in its vaults. According to the 
government directors, the difficulties in which the bank had from time to 
time been placed had arisen more from‘a want of proper management than 
from an insufficiency of capital. 


The tendency of the management had invariably been to keep the rates of interest and 
margin at the lowest possible ebb with reference to the demand upon the Bank at the time 
being, without regard to impending circumstances, and without special reference to the 
probable requirements of the public at future periods. It had frequently happened (as in 
the recent instance) that this extension of credit had been at a time when it could only serve 
to retard and therefore to aggravate a collapse, and to deprive the Bank of the means of 
aiding the community in the most salutary way by increased advances when that collapse 
has actually come. 


The government directors did not deny that circumstances might arise 
which would force the bank to resort to credit rationing (as proposed by 
Mackenzie), but in such cases only, they believed, 
accommodation to local banks might with propriety be refused on the ground of their 


having less reason to look for accommodation under circumstances of difficulties than 
individuals. 


Even if some discrimination between individuals for the grant of credit 
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under such exceptional circumstances had to be exercised certain fixed 
rates of interest and margins must invariably be demanded from the 
parties selected for the receipt of the accommodation. The government 
directors considered the selection of individuals to be invidious as compared 
to the practice of granting loans to all comers at fixed rates. They did not 
think that it could ever be proper to vary the rates of interest with reference 
to the supposed means or known credit of individuals.® 

The government directors took issue with Mackenzie on the question of 
the precise influence of the bank’s policy on the value of government 
securities. They argued that the raising of the margins and rates would 
affect the prices of government securities principally by lowering their 
value as a ready means of procuring accommodation at the bank. A proper 
increase of rates or margins could not produce so damaging an effect as the 
enforced contraction of credit to which the bank had lately been driven. 
They pointed out that 4 per cent government paper was procurable at 26 
to 28 per cent discount and 5 per cent paper at 12 to 13 per cent discount, 
when the margin taken at the bank on renewals was 35 and 20 per cent 
respectively. This, according to them, showed the fallacy of the notion that 
prices of government securities were closely governed by the margins 
required by the bank. 

The official directors argued that the course pursued by the majority" 
would result in a situation where the special position accorded to govern- 
ment securities in terms of the exemption made for them in section 27 of 
the charter Act would be endangered when borrowers tendering govern- 
ment securities for loans might have to be discriminated against. Ifsuch a 
course was persisted in, ‘the government would be warranted in taking 
steps to render themselves independent of the Bank altogether by the issue 
of notes of its own’.’ 

On 15 October 1857 the ways and means of the bank had improved far 
enough to put it within rule, and the bank again opened for discounts on 
private bills, government bills and mint certificates. ‘The margin on 4 and 
) per cent government paper was reduced from 35 to 30 and from 20 to 15 
per cent respectively, but the rate of interest on renewed loans was 
increased by 1 per cent. 

Thus closed a stormy episode in the career of the Bank of Bengal. It was 
triggered off by the clash between the interests of the government bent on 
financing the suppression of the Mutiny and those of a closed group of 
mercantile directors who refused to increase the cost of credit to themselves 
by raising rates of interest and margins, thereby keeping the demand for 
credits within the lending capacity of the bank. It is worth mentioning that 
for the half-year ended 31 December 1857 doubtful debts amounted to 
Rs 91,623-0-11. According to the secretary, the losses had been occasioned 
by the sudden and great depreciation in values of public securities caused 
by the political circumstances of the country. 
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Although this decline was attributed to the lack of Indian confidence in 
the government, the contagion affected all holders of stocks in Calcutta, for 
we find that the prices of Bank of Bengal shares which were owned mainly 
by Europeans also declined drastically during this period. This is brought 
out by Table 11.2. 


Table 11.2 
Comparative prices of 4 per cent government paper and Bank of Bengal shares in 1857 
Discount on 4 per cent Value of Bank of Bengal shart's 
government paper (face value Rs 4,000) 

Lowest Highest Highest Lowest 
January 16 19.8 6,375 6,375 
February 17.8 20.1 6,500 6,450 
March 15.8 17.8 6,500 6,450 
April 13.8 15.8 6,500 6,425 
May 12.4 14.8 6,400 6,400 
June 14 20.4 6,400 6,400 
July 16.4 19 6,300 6,250 
August 18 24.8 6,350 6,250 
September 24.8 31 6,250 5,800 
October 25.8 28 5,800 5,700 
November 21.8 24.8 6,200 5,750 
December 20.8 25.8 6,400 6,325 


SOURCE Report of the Commission to Enqutre into the Operations of Act XIX of 1861, vol. If (Calcutta, Office 
of the Superintendent of Government Printing, 1867), Appendix VIII. 


11.3 The aftermath of the Mutiny 


Thanks to the general tightness of the money market the directors were 
able to declare a dividend of 14 per cent for the half-year ending 31 
December 1857, and set aside Rs 63,770 to cover depreciation on the 
government securities belonging to the bank. The existence of a rather 
closed, controlling group in the bank direction had been noticed and 
criticized by the bank proprietors for several years past. Apart from a 
protest by W.W. Kettlewell and his friends in 1848, in 1856 the Government 
of India had forwarded to the bank a memorial by 31 proprietors which 
alleged, inter alia, that a small party had got hold of the bank management, 
and that many of the directors supposed to represent proprietory interests 
had no permanent concern with the welfare of the bank.'® 

Although the shareholders’ revolt was effectively squashed at the Annual 
General Meeting of the proprietors, held on 18 December 1856, the 
episode described above demonstrates that these dissenting proprietors 
were not tilting at windmills. Even after the confrontation between the 
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government and the mercantile directors in August-October 1857 the 
latter continued to pursue policies which were more beneficial to themselves 
than to the ordinary shareholders or to the general run of borrowers. On 13 
March 1851 the board had passed a resolution whereby all loans on 
Company’s paper and other securities enjoyed the full benefit of reduced 
rates of interest whenever such a reduction took place. While this resolution 
was rescinded on 27 July 1858, on 5 August 1858 the mercantile directors, 
in opposition to the officials on the board, introduced a new class of 
advances called ‘discount loans’. Under this system the bank would 
accept for discount promissory notes with one name only, protected by the 
collateral security of Company’s paper, for any term within 90 days at one 
per cent lower interest than the rate charged for ordinary loans on 
Company’s paper. 

The controversy of 1857 indicates that many of the financial changes in 
India in the 1860s, including changes in paper currency arrangements, 
were contemplated in the 1850s—before the direct assumption of the 
Government of India by the British Parliament and the appointment of 
James Wilson as the first Finance Member. The possible separation of the 
banking and issue functions of the Bank of Bengal was adumbrated by 
David Cowie, in discussing the proper mode of conducting the new 
business conferred on the bank by the Act of 1855. The government 
directors alluded to the possibility of a government takeover of the issue of 
currency notes as a threat. In 1856 the shareholders also demanded the 
appointment of a secretary well versed in the management of a modern 
joint-stock bank. The appointment of George Dickson, and the consequent 
rationalization of the operations of the bank, was the eventual outcome of 
this proposal. The question of branch expansion was seriously taken up 
from 1856. The bank appointed a committee ‘for collecting information in 
respect to the intended establishment of branch banks. Circulars were 
then sent to several parties whose opinions [were] best having’, but these 
enquiries yielded insufficient information. In March 1857 T.G. Palmer of 
Allahabad submitted suggestions for the opening of a branch in that town 
and applied for the post of the bank agent if his suggestions were imple- 
mented. The directors felt, however, that opening a branch was out of the 
question until a railway line was opened up to connect Calcutta with the 
North-Western Provinces. In any case, they preferred to wait for the 
opinion of the Lieutenant-Governor after he had heard from the district 
officers. Then, of course, the peasants’ revolt in those provinces, signalled 
by the outbreak at Meerut in May, upset all plans. 

The money market in Calcutta continued to be tight until the end of 
1857. The rate of discount on private bills, which had been raised to 12 per 
cent on 15 October 1857, came down to 1! per cent on 14 January 1858, 
and the rate of interest on deposit of goods came down to 11 per cent. This 
contraseasonal behaviour was mainly due to the impact of the Mutiny. 
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The money market was rather slack in the years 1858 and 1859. The 
discount rate on private bills in 1858 steadily declined from 11 per cent on 
14 January to 9 per cent on 1! March and 7 per cent on 12 August. The 
highest rate of discount on private bills reached in 1859 was 9 per cent. 
However, the circulation of Bank of Bengal notes which had fallen to 
Rs 1,15,47,867 on 31 December 1857 improved to Rs 1,35,49,378 on 30 
June 1858 and Rs 1,60,54,482 on 31 December 1858 (it again declined to 
Rs 1,29,81,240 on 30 June 1859, which is a reflection of the easy money 
market prevailing in 1859). 


11.4 1860: the beginning of the Dickson era 


In January 1860 George Dickson of Inverness, formerly secretary and 
Inspector of the Caledonian Banking Company, took up his duties as 
secretary of the Bank of Bengal. On 3 March 1860 James Wilson announced 
the intention of the government to issue a state paper currency for India. 
Both these events had momentous consequences for the development of 
banking and monetary institutions in India. 

Dickson brought to his job a degree of energy and capacity for controlled 
innovation which have rarely been equalled by secretaries preceding or 
succeeding him. Of course, many of his innovations were made possible or 
necessitated by the bigger changes taking place in the rest of the economy. 
His schemes for the coordination of internal exchange rates or for the 
amalgamation of the three Presidency Banks—both of which failed—could 
not have been thought of without the telegraph or the railway system. The 
system of control introduced for the branches of the Bank of Bengal was 
necessitated by the decision of the government to use the prospective 
branches of the Presidency Banks for popularizing the government currency 
and for managing much of the business that had earlier been entrusted to 
the government Sub-Treasuries in the mofuss:l. The circumstances produced 
the man for the occasion, and the Bank of Bengal became the leader in the 
world of internal banking, not just because of its size but also because of 
the energetic policy pursued by the new secretary. 

One innovation introduced by Dickson was to present an analysis of the 
state of the money market along with the half-yearly accounts of the bank. 
We shall use this analysis almost verbatim for describing the fortunes of 
the bank in 1860. Early in January the demand for credit showed a decided 
tendency to increase, so that the bank’s cash balance throughout the 
month was nearly equal to the limit allowed by the charter. The rates of 
discount and interest were raised from 6/7 per cent to 8/9 per cent. The 
rates were further raised by | per cent all round on 11 February 1860, since 
the demand for credit was increased by the imminent closure (on 13 
February) of the government’s 5¥2 per cent loan. The pressure at this date 
was greatly aggravated by the sudden abstraction and locking up of nearly 
Rs 38 lakhs of capital in connection with one of the government salt sales 
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which Isak place on 29 February. In order to meet this extraordinary 
demand, without adding further to the discount and interest rates, the 
directors entered into an arrangement with the government under which 
the right of note issue (by the bank) was extended by Rs 75 lakhs. The 
bank agreed to pay the government at the rate of 5 per cent per annum on 
the excess of their authorized circulation. So great was the demand for 
credit that not less than 2 per cent per month was paid in the bazaar for 
short-dated loans. Towards the end of March the business of the bank 
returned to its ordinary channels, and successive falls in the rates of 
interest took place during the following month (the rate of discount on bills 
fell from 11 per cent on 5 April to 7 per cent on 3 May 1860). Corres- 
pondingly, the amount of cash in hand steadily increased from a maximum 
of Rs 1,11,13,561 to upwards of Rs 2,36,00,000. The directors complained 
of ‘an unusual dullness and stagnation in the staple articles of trade’, and 
an abundance of money, so that great difficulty was experienced in placing 
money even at the bazaar rates of 3.75 per cent to 4 per cent (per annum). 

For the last half of 1860, too, the money market remained depressed, 
with unsold stocks of imported goods in hands of traders, while deposits of 
the bank increased, so that the cash balance rose from Rs. 2,36,00,000 to 
the unprecedented figure of Rs 3,08,00,000. 


Concurrently with this state of matters, there has been no marked disposition on the part of 
the public to invest in Government securities, which steadily declined in value. In June last 
the quotations were for 52 per cent 1041, for 5 per cent 977/8 and for 4 per cent 84, where- 
as the relative prices at the close of December stood respectively at 11,9542 and 79%. 


After allowing for the newly imposed income tax, providing for arrears 
of fees to government directors, and a net increase in the reserve fund of 
about Rs 24,000, the directors declared a dividend of Rs 6-8 per cent (free 
of income tax). 


11.5 Note-circulation, 1854-186] 


During the period under discussion the note issue of the Bank of Bengal 
was streamlined. In May 1856 a committee appointed by the bank 
recommended the introduction of an improved design of notes on the lines 
of models exhibited in the Bankers’ Magazine and in ‘Gilbart’s Prize Essay’, 
SO as to minimize the risk of forgery. The committee recommended that 
the watermark be well-defined and the Smith.and Brewer's process be 
employed for the purpose. By this means, according to the committee, 
greater perfection would be attained—'the letters and figures of each 
denomination being shaded, produce considerable artistic effect and 
thereby almost defies forgery’. The patriotic members of the committee 
also wanted a design of a ‘Britannia’ to replace the existing ‘unmeaning 
vignette’. The lettering on the face of the note would henceforth be limited 
to ‘I promise to pay to bearer on demand etc.’, instead of ‘I promise to pay 
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to Mr Morton or bearer’, and the word ‘Company’s’ before ‘rupee’ would 
be omitted as unnecessary. The committee also recomended the aboli- 
tion of notes of denominations of Rs 15, Rs 20 and Rs 250. All these 
recommendations were accepted by the bank. (In Plates 11 and 15 bank 
notes of Rs 25 before and after the change have been reproduced. See 
photograph nos. R408 and R403 respectively.) 

After a break of about 14 years the minute books from December 1854 
again carry figures of note circulation by denominations. These have been 
summarized in Annexure | 1.2. From these figures it will be seen that notes 
of denominations above Rs 1,000 had altogether vanished, but that those 
of Rs 250 and above continued to account for more than 50 per cent and 
above of the total value of note circulation. Further, in periods of especially 
brisk note circulation the proportion of higher value notes to total note 
circulation tended to increase. There also appears in this later period a 
greater degree of use of post bills. This may have been due to the develop- 
ment of the postal system in this period. The fluctuations in post bills issued 
may have been connected with fluctuations in the trade in salt, opium and 
indigo. But we have no means of establishing the relative importance of 
the suspected causes. 


NOTES 


1. Avery similar exchange had taken place between the bank and the government in June 
1853. Very large demands for loans on deposit of Company’s paper had sprung up by 
10 June 1853 for subscription to the Open Loan. The directors were reluctant to raise 
the rates or margins and directed the secretary to sell some of the government securities 
held by the bank. However, on 24 June 1853 the secretary reported that the bank was 
on the verge of breaking the Rs 2 crore-limit on its note issue (the issue was about 
Rs 135 lakhs by then). The government was approached tor discounting its promissory 
notes. It appeared, after an initial misunderstanding, that while the government would 
discount its promissory notes it had no intention of giving back to the bank any of these 
notes unt all the accepted cheques were cleared off. In other words, the government 
would appropriate the larger portion of the profits the bank was making by discounting 
the government securities of its own customers (this was, in spite of the fact alleged by 
David Cowie that the Treasury was overflowing with silver on which the government 
earned no interest). On receiving conflicting opinions from the directors on a proposal 
from the secretary to approach the government with the alternative offer of giving 
silver to the government (which pointed to a healthy cash balance of the bank) or 
having its securities rediscounted, it was decided on 30 June 1853 to raise the rate of 
discount on government bills from 3 to 4 per cent. 

2. See Bankers’ Magazine, January-December 1856, p. 37 and p. 156. Other banks, such as 
the Oriental Bank Corporation, also bade for the same class of business. 
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It is here relevant to note that the bank had been chided editorially by the Bankers’ 
Magazine in March 1856 for its policy of declaring as dividends most of the profits in 
any particular half-year without providing for the future: 


‘We are ... opposed to the system of distributing the whole ofa bank’s profits and would 
recommend the accumulation of a large reserve fund, so that the bank may be able 
every half year, to declare an average dividend and not go to the extremes which we 
believe it had sometimes done of 17 and 442 per cent ... . A large proportion of the 
proprietors are resident in England, who look to this dividend as their sole support. It 
would be more satisfactory to them, we should imagine, to be certain of a dividend of 8 
per cent than for one halfyear to be tantalised with 17, 12, or 10 and the succeeding half 
year to find that the distribution proposed was below the minimum rate of interest on 
government loans’. 


‘This comment reflects, inter alia, a possible conflict of interest between proprietors 
resident in Britain and British proprietors resident in India, particularly proprietors 
with mercantile interests in India. The latter would be eager to realize their gains as 
quickly as possible with an eye to return to Britain, whereas the former would regard 
the affair along the lines sketched by the Bankers’ Magazine. 


. On 5 March 1857 the minute book records a request from the Bank of Madras to 


furnish by ‘electric telegraph’ information about changes in the bank’s rates of business 
when these occurred. The Bank of Bengal agreed to this request. 


. National Archives of India, Proceedings of the Financial Department, 27 August 1858, 


no. 130). 


. National Archives of India, Proceedings of the Financial Department, 27 August 1858, 


no. 135. 


. By the evening of 2 October the loans amounted to Rs 2,02,13,607 and the deficit from 


the rule to Rs 5,54,507. 

‘The government directors were thus upholding a principle which had been debated in 
the 1820s and which the bank had accepted implicitly, but, which the majority, 
consisting of the mercantile directors, had recently violated in practice. 


. The inability of the bank to grant advances even on the deposit of government 


securities did in fact give rise to protests on the part of the European merchants in 
Calcutta. In October 1857 the Englishman printed a letter which criticized the behaviour 
of the Bank of Bengal and pleaded strongly fur the opening of a new bank—more 
specifically a branch of the Chartered Bank of India, Australia and China—in Calcutta 
in order to serve the needs of the disappointed creditors. The Chartered Bank did open 
a branch in Calcutta six months after the appearance of this letter. See Compton 
Mackenzie: Realms of Silver: One hundred years of Banking in the East (London, Routledge 
& Kegan Paul, 1954), pp. 28-29. 

Symes Scutt: Bank of Bengal, pp. 45-51. Fhe other aspects of the propnetors’ protest in 
1856 concerned the question of directors’ fees, defalcations in bank accounts and the 
desirability of bringing over a competent officer from Britain as the next secretary of 
the bank. These mattters are covered in chapter 8. 


Annexure |1.] 


The Bank of Bengal: Cash balances, notes in circulation, total assets, gnd total liabilities (December 
1854—December 1861) (figures to the nearest rupee) 


Cash balance on the Bank notes in ctr- Total assets Total liabilities 
last day of the culation on the last 
month day of the month 
(1) (2) 7 (3) (4) 

1854 
December 72,89,570 1,43,33,803 3,40.03,642 2,28,33,552 
1855 
January 51,77,127 1 ,29,25,676 3,12,57,422 2,05,00,860 
February 44 34,477 1,16,14,436 2,82,09,631 1,73,96,739 
March 47,62,912 1,17,57,934 2,80,90,261 1,71,56,321 
April 63,82,073 1 ,24,58,648 90,93,222 1,80,38,981 
May 94,38, 142 1,11,90,046 2,75,51,681 1 ,62,90,007 
June 85,19,642 1,70,82,744 3,79,64, 168 2,63,93,410 
July 72,02,749 1,77,88,551 3,62 08,546 2,53,83,429 
August 57,24,805 1 ,75,47,562 3,46,34,785 2,37,14,120 
September 54,57,837 1,57,21,962 3,21,50,381 2,10,67,317 
October 43,32,992 1,36,81,736 . —-.2,92,26,599 1,79,72,437 
November 57,91,451 1,31,25,324 3,06,40,887 1,91,71,806 
December 62,85,095 1,36,59,759 3,27 ,00,849 2,07,28,950 
1856 
January 73,81,538 | ,34,88,975 3,20,81 ,439 2,11,26,838 
February 81,13,583 1,36,48,818 3,34,71,528 2,24,03,593 
March 53,90,087 1 ,36,82,698 3,13,82,222 2,01 ,60,108 
April 62,55, 100 1,33,00,967 3,13,73,039 2,00,04,031 
May 96,49,641 1,37,71,230 3,19,13,167 2,62,78,814 
June 1,16,06,940 1,41,67,084 3,22, 16,856 2,02,57,935 
July 1,38,38,938 1,56,90,668 3,39,25,800 2,28,01 ,27) 
August 1 ,64,88, 166 1,52,89,673 3,34,31,302 2,22,75,161 
September 1,69,43,757 1,62,80,56] 3,61 ,29,784 2,49,42,888 
October 1 ,72,57,421 1,75,31,359 3,80,46,229 2,68,25,642 
November 1 ,38,35,842 1 ,62,21,187 3,89, 76,384 2,77,04,858 
December 1,08, 12,358 1,60,97 694 3,99,06,479 2,84,69,678 
1857 
January 73,35,178 1,70,75,347 3,63,02,763 2,51,77,981 
February 81 34,387 1,57,38,463 3,39,68,921 2,28,00,640 


March 
April 

May 

June 

July 
August 
September 
October 
November 
December 


1858 
January 
February 
March 
April 

May 

June 

July 
August 
September 
October 
November 
December 


1859 
January 
February 
March 
Aoril 

May 

June 

July 
August 
September 
October 
November 
December 


1860 
January 
February 
March 
April 
May 
June 
July 
August 
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72,78,691 
1,28,52,612 
1 ,40,92,805 


1,81,05,708 
1,65,75,510 
1,42,41,629 
1,27,44,181 
1,29,54,912 
1,41,72,993 
1,63,10,488 
2 00,87,229 
2,00,16,800 
1,98,85,198 
1,55,58,035 
1 ,32,04,767 


1,12,51,461 
1,06,62,307 
1,25,85,560 
1,10,42,261 
1,03,41,671 
1,60,56,834 
1,92, 16,342 
1,99,57,207 
2,10,12,039 
2,18,14,516 
2,13,90,132 
1,72,73,545 


1,47,52,826 
1 ,26,06,269 
1,15,09,598 
1 ,43,37,048 
2,05,44,615 
2,35,65,425 
2,65,46,602 
2,80,04,748 


1,57,50,797 
1,67,95,291 
1,65,51,005 
1,68,39,228 
1,80,56,243 
1,67,51,917 
1,35,37,399 
1,06,94,886 
1,19,29,984 
1,12,76,189 


1,14,90,227 
1,46, 55,802 
1,63,82,342 
1,46,07,621 
1,13,90,940 
1,32,87,519 
1,26,82,561 
1,54,09,881 
1,54,86,147 
1,80,45,060 
1,72,50,331 
1,60,54,482 


1,59,29, 369 
1,52,03,503 
1,43,68,732 
1,61,17,930 
1,37,98,245 
1,92,60,895 
1,55,94,057 


1 ,64,76,825 - 


1,79,58,579 
1 ,69,71,203 
1,94,63,777 
1 ,83,44,232 


1 ,88,80,232 
2,29,93,961 
1,92,40, 744 
1 ,41,22,959 
1 ,41,35,374 
1 ,47,73,173 
1,31,23,538 
1,57,41,757 


3,92,71,932 
3,66,56,983 
3,65,99,742 
3,72,00,363 
3,74,77,556 
3,57,72,318 
3,11,33,117 
3,00,95,218 
3,15,13,828 
3,49,19,152 


3,65,94,543 
3,56,25,085 
3,72,46,467 
3,41,04,785 
3,32,27,903 
3,42.92,453 
3,43,31,680 
3,90,51,732 
4,06,21,252 
4,22,12,181 
3,99, 10,633 
3,92,34,343 


3,69,70,363 
3,49,53,886 
3,58,71,185 
3,58,89,38! 
3,59,02,744 
3,85,93,722 
4,11,22,832 
4,44,70,137 
4,57,56,817 
4,52,59,587 
4,57,87,085 
4,19, 76,102 


3,95,94,923 
4,66,89,629 
3,86,52,485 
3,91,56,475 
3,79,48,311 
3,95,06,864 
3,12,58,588 
4,59,81,566 


2,39,95,199 
2,92,38,820 
2,90,91,703 
2,94,85,714 
2,63,27,842 
2,45,62,233 
1 ,98,52,686 
| ,86,79,675 
1 ,98,48,637 
2,28,86,266 


2,53,90,295 
2.43,41,763 
2,58,75,370 
5,27,53,427 
2,16,56,146 
2,24,07,643 
2,31,07,005 
2,78,19,859 
2,92,66,519 
3,08,11,382 
2,84,06,837 
2,76,76,999 


2,59, 78,548 
2,39,10,332 
2,47,07,938 
2,45,65,187 
2,44,69,524 
2,70,19,208 
3,01,43,560 
3,34,28,003 
3,45,87,574 
3,40,33,96) 
3,44,56,303 
3,03,50,795 


2,85,77,929 
3,54,65,468 
2,73,20,857 
2,36,31,717 
2,63,24,137 
2,77,46,170 
4,02,74,742 
3,49,45,582 
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Annexure J} 1.1 contd. 


Cash balance on the Bank notes in cir- Total assets Total liabilities 
last day of the culation on the last 
month day of the month 

September 2,86,35,666 1,61,75,526 4,47,20,306 3,36,34, 153 
October 2,74,63,727 1,81,94,610 4,35,46,525 3,24,15,340 
November 2,99,37,901 1,57,26,386 4,66,16,572 3,54,35,199 
December N.A. 1,53,92,931 4,92,81 248 3,79,59,305 
186] 

January 2,45,39,477 1 ,88,64,545 3,59,39,173 3,49,34,101 
February 2,26,37,375 1 ,83,45,735 4,36,06,885 3,25,72,577 
March 1,97,91,721 1,77,44,354 4,03,63,387 2,92,75,737 
April 1 ,83,00,41 1 1,72,27,384 3,97,72,057 2,85,51,211 
May | ,68,46,928 1,75,32,254 3,82,83,277 2,69,77,210 
June 1 ,65,23,843 1,56,92,333 3,76,07,792 2,61 ,26,394 
July 1,87,29,378 1,51,53,152 3,62,43,868 2,52,54,444 © 
August 2,11,98,763 1,61 ,98,927 3,80,41,712 2,69,92,053 
September 2,27,18,509 1 ,63,28,562 3,91,46,457 2,80,49,278 
October 2,39,29,409 1,67,93,457 3,94,29,664 2,82,87,015 
November 2,41 ,54,445 1,71,93,441 4,37,08,243 3,25,22,267 
December N.A. 1,77,03,125 4,39,39,588 3,24,88,988 


Annexure | 1.2 


Distribution of note circulation of the Bank of Bengal 1854-61 (figures in Rs) 


Value of notes Valueofnotes Valtueofnotes Total valueof Post bills out- 
Jrom Rs 10to from Rs250to of Rs 1,000 note circulation standing (to the 
Rs 100 Rs 1,000 (1) + (2) nearest rupee) 
(1) (2) (3) (4) (5) 

1854 
December 49, 38,803 93,95,000 60,86,000 1 ,43,33,803 
1855 
January 48 33,176 80,92,500 51,15,000 1,29,25,676 
February 47 ,82,936 68,31,500 40,14,000 1,16, 14,436 
March 47,87,934 69,70,000 40,38,000 1,17,57,934 
April 45,59,398 78,99,250  52,44,000 1 ,24,58,648 
May 45,82,546 66,07,500 39,68,000 _—1,11,90,046 
June 46,25,994 1,24,56,750  93,03,000 1,70,82,744 
July 46,81 ,801 1,31,06,750 1,00,56,000 1,77,88,551 80,837 
August 47,75,812 1,27,71,750  96,20,000 1,75,47,562 1,25,025 
September 48,73,962 1 ,08,48,000 78,09,000 1,57,21,962 1 52,738 
October 50,05,486 86,75,250  § 56,65,000 1 ,36,80,736 1,20,781 
November 48 53,824 82,71,500  53,27,000 1 ,31,25,324 93,526 
December 50,13,259 86,46,500 55,48,000 1,36,59,759 1 06,028 


1856 
January 
February 
March 
April 

May 

June 
July 
August 
September 
October 
November 
December 


1857 
January 
February 
March 
April 

May 

June 
July 
August 
September 
October 
November 
December 


1858 
January 
February 
March 
April 

May 

June 

July — 
August 
September 
October 
November 
December 


1859 
January 
February 
March 
April 
May 
June 


50,88,475 
52,23,318 
53,50, 198 
53,20,717 
53,33,980 
53,28,084 
53,86, 168 
55,35,673 
56,43,311 
56,64,859 
95,95,687 
57,03,444 


57,41,847 
56,48,213 
58,21,297 
58,31,771 
57,99,005 
56,08, 728 
52,97,743 
49 32,667 
47,79,649 
40,35,886 
40,15,484 
39,59,689 


38,95,727 
39,54,802 
40,89,092 
41,19,871 
41,44,190 
44,31,769 
46,30,811 
50,43,881 
52,91 ,397 
56,00,060 
34,24,581 
55,04, 732 


55,95,619 
56,49,753 
56,39,232 
56,05,430 
95, 76,295 
81,71,895 
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84,00,500 
84,25,500 
83,32,500 
84,80,250 
84,37,250 
. 88,39,000 
1,03,04,500 
97,54,000 
1 ,06,37,250 
1,18,66,500 
1 ,06,25,500 
1 ,03,94,250 


1,13,33,500 
1,00,90,250 
99,29 500 
1,09,63,500 
1,07,52,000 
1,12,30,500 
1,27,58,500 
1,18,19,250 
87,57,750 
66,59,000 
79, 14,500 
73, 16,500 


75,94,500 
1,07,01,000 
1,22,93,250 
1,04,87,750 

72,46,750 

88,55,750 

80,51,750 
1,03,66,000 
1,01,94,750 
1,24,45,000 


1,18,25,750 ° 


1,05,49,750 


1 ,03,33,750 
95,53, 750 
87,29,500 

1,05,12,500 
82,22,000 

1,10,89,000 


52,99,000 
52,80,000 
50,99,000 
53,79,000 
53,08,000 
56,37,000 
69, 18,000 
63,22,000 
70,87 ,000 
80,68,000 
71,12,000 
67,54,000 


76,41,000 
66,74,000 
63,26,000 
72,79,000 
71,74,000 
76,95,000 
92,37,000 
88,02,000 
59,55,000 
43,58,000 
53,30,000 
48,58,000 


52,14,000 
81,06,000 


93,06,000 
81 ,22,000 


80,27,000 
71,68,000 
64,32,000 
81,47,000 
59,79,000 
74,84,000 


1 ,34,88,975 
| ,36,48,818 
1 ,36,82,698 
| 38,600,967 
1 ,37,71,230 
1,41 ,67,084 
1,56,90,668 
1 ,52,89,673 
1 ,62,80,561 
1,75,31,359 
1 ,62,21,187 
1 ,60,97,694 


1,70,75,347 
1,57,38,463 
1,57,50, 797 
1,67,95,271 
165,51 ,005 
1,68,39,228 
1 ,80,56,243 
1,67,51,917 
1 ,35,37,399 
1,06,94,886 
1,19,29,984 
1,12,76,189 


1 ,14,90,227 
1 ,46,55,802 
| ,63,82,342 
1 ,46,07,62] 
1,13,90,940 
1 ,32,87,519 
1 ,26,82,561 
1 ,54,09,881 
1 54,86, 147 
1 ,80,45,060 
1 ,72,50,331 


“1 ,60,54,482 


1 ,59,29,369 
1 ,52,03,503 
1 ,43,68,732 
1 ,61,17,930 
1 ,37,98,295 
1 ,92,60,895 


49,034 
48,866 
1 24,682 
91,872 
84,766 
77,248 
1 99,261 
1 38,145 
1 45,314 
1,16,454 
88,893 
1 09,517 


1 03,640 

98,303 
2,04,527 
1 06,009 
1,37,038 
2,63,251 
1 09,023 
1 ,30,495 

93,043 

93,024 
2,71,678 


6,54,605 
8,28,568 
8,41 ,204 
3,80,524 
2,17,794 
2,61 ,859 
5,37,875 
7,31,270 
8,11,358 
4,58,439 
1 80,113 
1 ,69,765 


1 48,499 
160,739 
2,959,329 
1,16,821 
1,44,428 
6,12,541 
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Annexure 11.2 contd. 


Value of notes Walueofnotes WValueofnotes Total valueof Post bills out- 
from Rs 10 to from Rs 250to of Rs 1,000 note circulation standing (to the 
Rs 100 Rs 1,000 nearest rupee) 

July 56,96,307 98,97,750 75,45,000 1 ,55,94,057 7,46,725 
August 58,32,825 1,06,44,000 82,17,000 1,64, 76,825 854,027 
September 63,58,829 1,15,99,750 88,02,000 1,79,58,579 10,05,777 
October 60, 18,453 1,09,52,750 84,11,000 1,69,71 203 6,57,625 
November 60,43,027 1,34,20,750  1,08,22,000 1,94,63,777 =—s-:11,57,525 
December 60,98,482 1,22,45,750 94,04,000 1 ,83,44,232 4,47,962 
1860 

January 61,64,982 1,27,15,250  1,00,38,000 1 ,88,80,232 3,29,741 
February 59,62,461 1,70,31,500 1,41,36,000 2,29,93,961  38,24,275 
March 58,5 1,494 1,33,89,250 1,09,72,000 1 ,92,40,744 5, 12,452 
April 54,43, 709 86,79,250 63,69,000 1,41,22,959 170,237 
May 57,81,124 83,54,250 60,26,000 1,41,35,374 3,19,899 
June 58, 74,873 88,96,500 64,86,000 1 ,47,71,373 452,273 
July 57,63,320 73,56,250 50,27 ,000 1 ,31,19,576 5,34,036 
August 59,06,007 98,35,750 74,08,000 1 ,57,41,757 8,12,725 
September 60,55,776 1,01,19,750 76,69,000 1,61,75,526 4,38,109 
October 66,07 ,860 1,15,86,750 86,66,000 1,81,94,610 2,95,157 
November 62,92,886 94,33,500 69, 73,000 1 ,97,26,386 1,78,669 
December 63,34,681 90,58,250 67,31,000 |.53,92,931 1,75,514 
1861 

January 65,26,045 1,23,38,500 97,77,000 1,88,64,545 2,54,814 
February 65,54,235 1,17,91,500 92,40,000 1 ,83,45,735 2,17,555 
March 65, 19,354 1,12,25,000 86,46,000 1 ,77,44,354 4,41,058 
April 63,17,884 1,09,09,500 83,93 ,000 1,72,27,384  10,94,964 
May 63,06,504 1,12,25,750 85,48,000 1,75,32,254 2,01 ,206 
June 62,40,083 94,52,250 68,69,000 1 ,56,92,333 3,11,352 
July 60, 78,652 90,74,500 67,23,000 1,91 ,53,152 2,598,507 
August 60,01 ,927 1,01 ,97,000 76, 18,000 1,61 ,98,927 3,30,994 
September 62,06,312 1,01 ,22,250 75,44,000 ] ,63,28,562 3,97,400 
October 63,24,457 1,04,69,000 74,37,000 1 ,67,93,457 354,896 
November 63,37,691 1 ,08,55,750 81,42,000 1,71,93,44] 11 64,943 
December 56,56,375 1,20,46,750 82,75,000 1,77,03,125 2,22,941 


Chapter 12 


The birth of the Bank of Bombay: 
vested interests and challenges 


12.1 The demand for an independent bank 


Bombay experienced a boom in its trade in the 1830s. The continually 
rising demand for opium in the Chinese market, the channelling of Malwa 
Opium increasingly through Bombay rather than through the POrugucee 
ports or along routes that were outside the control of Bombay merchants, ' 
an enhanced demand for Indian cotton in England from about 1832 
because ofa rise in the price of American cotton? and the end of the 
China monopoly of the East India Company leading to the entry of more, 
firms openly trading with China—all these factors boosted the commerce 
of Bombay. Added to these were the better roads built between Bombay 
and the country beyond the Western Ghats, the final welding of the seven 
islands into the Island of Bombay, the continual extension of the city limits 
and improvements in the Bombay harbour—all increasing the flow of 
goods and population from the Deccan to the port city.’ 

In Chapter 3 we have covered the story of the emergence of such firms as 
Forbes & Co., Bruce Fawcett & Co. and its successor, Remington & Co., 
and their associates as the main financiers of the Bombay Government ata 
time when it was desperately short of funds. By using the official patronage 
thus ac quired and with the effective control of a large part of the export 
trade in opium and cotten Forbes & Co., Remington & Co., Shotton & 
Co., Leckie & Co., Jamsetjee Jejecbhoy & Sons and associated firms 
managed to retain their control over the credit market of Bombay, at least 
as far as the financing of external trade was corcerned. However, the 
cessation of the Company’s trading monopoly in 1833 led to the entry of 
new European firms and the accretion of new business to the second class 
houses of agency. 

This seems to have stimulated the private merchants of Bombay to 
organize themselves to take advantage of the expanding trade. One result 
of this was the establishment of the Bombay Chamber of Commerce; 
another was the effort at launching a Bank of Bombay on the same lines as 
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the Bank of Bengal. Although direct evidence for this is lacking, the timing 
of the proposal makes it very likely that it was a response to the scheme for 
an all-embracing bank for India.that we have discussed in Chapter 10. 

The interesting point is that the biggest business houses of Bombay, 
such as Forbes & Co., Remington Crawford & Co., Jamsetjee Jeyeebhoy & 
Sons, were not involved in the organization of either the Chamber of 
Commerce or the joint-stock bank. Forbes & Co., in fact, did not join the 
Bombay Chamber of Commerce until 1867.4 

In the case of the Bank of Bombay, the provisional committee, consisting 
of D. Greenhill and others, faced active and determined opposition from 
the biggest capitalists.* On 26 December 1836 a public meeting was called 
in the office of John Skinner & Co. (Skinner was also the moving spirit 
behind the Bombay Chamber of Commerce and its first Chairman). This 
meeting adopted ‘a prospectus for a bank for the Presidency of Bombay 
and appointed a provisional committee to secure a charter for it’.® It was 
agreed that a charter should be modelled on that of the Bank of Bengal, 
that the business of the bank should be confined to receiving deposits, 
keeping cash accounts, discounting bills and issuing bank notes in the 
current coin and bank post bills, payable at short dates; that the capital of 
the bank should be Rs 30 lakhs, divided into 3,000 shares of Rs 1,000 
apiece, and that 300 shares should be reserved for the government. Within 
a month from the date of the meeting, applications for shares were 
received for nearly double the agrced amount of 30 lakhs and, with the 
sanction of the Governor in Council, the capital was raised to Rs 50 lakhs. 

Apparently, the promoters of the bank had appealed for cooperation to 
the ‘three oldest mercantile houses which, under the old system, had 
enjoyed almost the whole business appertaining legitimately to a public 
banking institution’.’ However, it was found that even before the meeting 
to form the provisional committee had taken place, on 24 December 1836 
Remington Crawford & Co., Jamsetjee Jejeebhoy & Sons, Leckie & Co., 
and B. & N. Hormasjee had addressed a memorial to the Government of 
Bombay against the proposal to establish a bank.* They contended that all 
that was needed was that the government should issue interest-bearing 
treasury notes in exchange for cash at times of stringency in the money 
market. [The government had, in the years 1825 and 1829, issued such 
notes from the Treasury that had borne interest first at 6/2 and afterwards 
9 per cent per annum. The memorialists argued that no advantage would 
flow from the establishment of a bank, while numerous evils would 
undoubtedly arise from an issue of paper notes which were not the 
representatives of real capital. The last twenty years, according to them, 
had afforded abundant proofs both in England and Calcutta of evils 
resulting therefrom, while Bombay had escaped similar calamities. This 
‘was, according to them, greatly owing to the absence of ‘fictitious’ note 
issues and the resulting ‘false system of credit’. 
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As an interesting sidelight on the various interests at play, and as an 
indication of the relative plenitude of capita! prevailing in Bombay, it may 
be mentioned that for a number of years the government Treasury had 
been used by the local capitalists as a bank of deposit.’ The practice 
apparently grew out of a favour granted as far back as 1812 to Remington 
Crawford & Co. to keep their surplus specie in the government Treasury. 
This favour was later extended to other parties. In the year 1821 sums of 
money were ‘received from several persons on deposit, shroffed and deposit 
receipts given’. The deposits in that year amounted to Rs 85,000 on an 
average. After 1821 there was a steady growth, as Table 12.1 shows. 


Table 12.1 
Average sums kept in the Bombay Treasury by private persons, 1822-35 


Year Amount (Rs) Year Amount (Rs) 

1822 90,000 1829 2,50,000 

1823 90,000 1830 2,50,000 

1824 90,000 1831 9,00,000 

1825 1,75,000 1832 9,00,000 

1826 1,75,000 1833 14,00,000 
1827 2,00,000 1834 17,00,000 

1828 2,00,000 1835 18,00,000 


‘The merchants had thus converted the Treasury into a bank, 


making it an office to serve for the safe custody of money and tending to facilitate its 
payment by one individual to another. For these deposit receipts, although not payable to 
order, [had] long been transferred by endorsement and employed even as promissory 
notes, by being taken to Madras and elsewhere and so disposed of. 


The practice was stopped in 1836. Apparently this stoppage acted as one 
stimulus for the middle-ranking capitalists to try and set up a joint-stock 


bank. 


12.2 Opinions of government officers 


The provisional committee submitted two alternative drafts for the 
charter to the Bombay Government. The latter at once sent the application 
to senior officials for their comments. In 1822 the Accountant-General had 
expressed his scepticism about the utility of a bank. But in 1836 he said 
that the principles of banking had since undergone much discussion and 
were better understood. So he now felt more confidence in the success and 
utility of a well-conducted bank. The project of 1836 was also supported 
much more extensively by the public and ‘with only two or three exceptions 
by the whole mercantile community, now a much more numerous body 
than in 1822’. The Accountant-General had, ‘notwithstanding the high 
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authority of Mr. H. Mackenzie’, his doubts of the advantages derived by 
the bank or the public from the connection of the Supreme Government 
with the Bank of Bengal. He would not, therefore, recommend the 
government to be a shareholder, He also did not see any objection against 
the notes of the bank being received in payment of revenue or other 
government dues, if adequate security was provided for the redemption of 
the notes. He thought that the amount of subscribed and paid-up capital 
and the involvement of a large number in the shareholding of the bank 
would be sufficient guarantee against hazardous speculations. 

The Collector of Customs thought that ‘there could not be a finer field 
for banking operations than the island of Bombay with its great and 
growing commerce’. He also thought that 


the connection of Government with the Bank should be one not of partnership but of 
superintendence only, since in the one capacity it would do much good, and in the other it 
might do harm by being tempted to pervert the Bank from its purposes in seasons s of 
financial difficulty and thus endanger its stability. 


The government should, therefore, nominate some of its officers to 
superintend the working of the bank as the condition for receiving bank 
notes in payment of public dues. ‘The government should insist that rules 
be strictly followed and the widest publicity be given to the mode of 
working of the bank. 
The Civil Auditor did not object to the grant of'a charter to the bank 

provided security be given by the Bank in Company's paper proportioned to its issues, 
which [would] effectually protect the public from loss, a full and complete supervision and 


control be allowed to be exercised as Directors on the part of Government ... and periodical 
publicity be given to the entire transactions of the Bank. 


The government might hold an interest in the bank if it was considered 
desirahle, and the notes of the bank might under those conditions be 
received in payment of demands by the government. 

The acting Sub-treasurer was emphatic that a bank in Bombay would 
form 


an object of great utility to the community not only by promoting the convenience of those 
who [had] frequent occasion to pass large sums of money—but especially by ending to 
overthrow that monopoly of moneyed interest which to the detriment of commerce [had] so 
long existed in this place. 


He adverted to the recent practice on the part of private individuals to use 
the government Treasury as a bank of deposit. He had put a stop to the 
practice since no authority had ever been given by the government to 
receive sums from private individuals into the Treasury. The Acting 
Sub-treasurer considered the project for the bank to be so well supported 
as almosi to guarantee its success. He did not see any objection to the 
government holding shares in the bank. He also stressed the need for 
publicity and superintendence as a condition for receiving the notes of the 
bank in payment of government demands. 
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The Deputy Accountant-General supported the proposal for a chartered 
bank in Bombay. He wanted the government to be a shareholder, following 
the precedent of the Bank of Bengal, and the proposed bank to deposit 
one-fourth or one-third of the value of its notes as a guarantee against 
overissue. According to him, the power of the government to annul the 
charter could act as a guarantee that the bank should adhere to correct 
principles of banking. 


12.3 Moves for obtaining a charter, 1837-39 


All the replies of the government officers seem to have come in by about 
12 January 1837. On 18 January 1837 the Government of Bombay informed 
the provisional committee that the Governor in Council had approved the 
two drafts of the charter submitted by the committee, with certain modifi- 
cations. Apparently, on the same day the provisional committee agreed to 
the proposed inodifications and the Governor in Council (Sir Robert 
Grant was the Governor) transmitted to the Court of Directors, by the 
Company’s steamer, Hugh Lindsay, two charters duly executed by the 
government and recommending that the Company confirm one of them. 
‘The Government of India, tov, it seems, sent all the papers relating to the 
proposal to establish a general Bank for India to the Court of Directors by 
the same steamer. On 20 January 1837 Alexander Struthers Finlay became 
officiating secretary of the provisional committee. He was the son of 
Kirkman Finlay, the dominant partner of Finlay & Co., which was in turn 
a partner or close associate, at one time or another, of Ritchie Steuart & 
Co. (founded in 1818), Finlay Clarke & Co., and Finlay Hodgson & Co. of 
Bumbay.'® 

Alexander F inlay and his father, Kirkman, played a major role in 
lobbying for the charter of the Bank of Bombay when it was held up in 
London. Originally, when Alexander wrote te his father about the proposed 
bank, Kirkman, citing Ritchie’s opinion in corroboration, roundly 
condemned the scheme, but it would appear that he had a hand later on in 
expediting the approval of the East India Company. 

The Government of India had received no reply to its dispatch even on 
27 December 1837. Almost a year.later, on 13 December 1838 a general 
meeting of the subscribers to the Bank of Bombay was held at the office of 
Dirom Carter & Co. At this meeting the Bombay bank committee informed 
the subscribers that by the last overland mail the Government of Bombay 
had received a dispatch from the Court of Directors of the East India 
Company, intimating the acquiescence of the Court in the establishment 
of a bank at Bombay upon principles similar to the Bank of Bengal. A copy 
of the draft act for the reincorporation of the Bank of Bengal was also 
transmitted to the committee. The Court instructed the Government of 
India to prepare and pass without further reference to them an Act for the 
Bank of Bombay precisely similar to the Act for the Bank of Bengal. 

The committee proposed to the meeting the unconditional acceptance 
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of the charter offered. This was then passed as a resolution. The committee 
also interpreted the phrase, ‘on the capital being paid up’ in the letter of 
the Court of Directors to mean that the capital be paid within some limited 
time (and not immediately). The committee reported that the Act for the 
Bank of Bengal allowed a period of not less than twelve months for the 
capital to be realized. Accordingly, the committee proposed and the 
meeting resolved that not less than twelve months would be the period for 
the capital to be realized. 

It is an indication of the intensity of lobbying in India and London that 
the committee had appointed a Mr. George Ashburner to conduct negoti- 
ations in London. In one of Kirkman Finlay’s letters to his son, Alexander, 
it is mentioned that the Court of Directors had resolved not to grant a 
charter to the Bank of Bombay and Ashburner might have to return 
empty-handed. But Ashburner persisted, and Kirkman became a strong 
supporter of the scheme when he learned’ that the bank would have 
nothing to do with exchange business. Ashburner had meetings with 
Cockerell and Brownrigg, and Kirkman also used his persuasive powers. 
Ultimately, Ashburner succeeded. In the meeting of 13 December 1838 
the committee expressed its appreciation of the services rendered by him. 
The meeting was informed that anticipating the imminent grant of the 
tinal charter the committec had already engaged two accountants, who 
were expected to arrive by the next steamer, and had also ordered bank 
note books and other materials from Britain. 


12.4 The Government of India’s views on allocation of shares 


However, instead of'a charter in an unchanged form the Government of 
Bombay received a letter dated 16 January 1839 from the Government of 
India (in Calcutta) which modified many of the provisions and more or 
less abrogated the right of the provisional committee to take the lead in 
organizing the bank in Bombay. In this letter 1t was contended that the 
Act for ‘the reincorporation of the Bank of Bengal being an Act for 
continuance only of an existing corporate body’ required some alterations 
to adapt it to the creation of a new bank. 

The most essential points requiring to be provided for were the mode of taking subscription 
for the capital stock to be raised from the public, the persons to be admitted by preference 


to subscribe, and the period to be allowed for paying up the amount that might be 
subscribed. 


In all these respects the Government of India (as represented by the 
President in Council) proceeded to make major changes. While admitting 
the greater convenience of taking payment of subscripticn to the capital of 
the bank by instalments, the President in Council saw 


no reason for allowing a longer period than was given for raising the capital stock of the 
Bank of Bengal when that institution was just established in 1806/07 antecedently to the 
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Government’s having authority to grant a charter of incorporation. Four consecutive 
months were on that occasion allowed for payment of capital in four equal instalments on 
the first day of each month. 


In the draft of the Act prepared by the Government of India for the Bank of 
Bombay the same time had been granted, and | May had been fixed for 
the payment of the first instalment. The government stock would also have 
to be paid in the same proportion and on the same dates. 

The Government of India argued that the grant ofa charter of incorpor- 
ation with free permission for all government servants, civil and military, 
to become shareholders, as well as the association of the government in the 
concern and its management must add greatly to the value of the shares, 
quite independently of any advantage that might follow from the govern- 
ment receiving and issuing notes of the bank in the Island of Bombay. 
‘Taking the difference in the selling price of the shares of the Union Bank 
(‘which [was] a flourishing well-conducted private joint stock Bank’) and 
the Bank of Bengal in Calcutta as an indicator of the premium likely to 
accrue from the grant of a charter, the government estimated the likely 
premium on the shares of the Bank of Bombay to be not less than 30 per 
cent. 

‘The Government of India did not go along with the expectations of the 
government and the community of Bombay that the subscription list 
communicated by the provisional committee would be taken as the basis 
for the allocation of shares. It argued that this list was unacceptable 
because it had been prepared when the committee had failed to obtain the 
promise of a charter, and when the prospective shareholders were prepared 
to settle for a joint-stock bank independent of the government. It argued 
further that since all public servants had been prohibited in September 
1834 trom joining a private (unchartered) bank in any capacity, the 
shareholders’ list for a (possibly) private bank would automatically exclude 
government judges, military men and officials engaged in civil and judicial 
administration. (In fact, government officials such as E.C. Morgan or 
former government officials such as D. Greenhill played, we know, a 
prominent part in promoting the Bombay bank.) Accepting a shareholders’ 
list prepared under such conditions would be highly unfair to the govern- 
ment servants who laboured under the disability of the notification of 
September 1834, held the Government of India. 

The latter claimed it had received a representation signed by fourteen 
persons complaining of exclusion from the share list drawn up by the 
committee. The representation was from persons who stated that they 
were subscribers to the orginal object of obtaining a chartered government 
bank but had refused to join the private bank when it was resolved at a 
General Meeting to set up one independent of the government. 
It appeared from the explanations obtained by the Government of Bombay 
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from the bank committee that there were 72 persons in the same pre- 
dicament who were originally entitled to 652 shares. The Government of 
India could not see how these persons could be accommodated in the list 
prepared by the committee without arbitrarily excluding others: 

The Government of India also pointed out that among the names of 
shareholders of the committee several firms were included. But the charter 
could be granted only in the name of individuals and not firms. 

Finally, the Government of India argued that the Court’s directive for 
incorporation indicated the creation of'a new institution upon the principles 
of the Bank of Bengal. ; 


The Government of India would not fulfil these instructions with due impartiality and 
regard for the interest of all were it to conter the privileges and profits of the Government 
Bank on any pre-existing institution or any exclusive body or class of individuals. 


The President in Council thus determined upon a public sale to the 
highest bidder as the method of disposing of the privilege of subscribing 
that would ‘most prevent abuse and best obviate the possibility of 
complaints of unfairness in the distribution of shares’. 

Obviously, the Government of India felt that its arguments for depriving 
the promoters of the Bombay Bank of all claim to direct its affairs were not 
entirely robust, for it offered to use part of the expected premium on sales 
of shares to refund 


all charges incurred by the Bank Committee of Bombay or by any other parties in 
presenting their several applications for the establishment of a Bank at Bombay. 


And 


under the condition ... of the intention to establish a private Bank being abandoned and the 
articles being made over to the new bank, 


it also offzred to refund ‘the cost of any implements and other articles that 
[might] have been prepared by the Bank Committee of ‘Bombay’. A sum of 
a lakh of rupees would also be set aside from the premium on sales for the 
purpose of providing for the new bank a suitable building, without trenching 
upon its banking capital. 


12.5 A compromise on share lists 


In a communication to the Government of Bombay the bank committee 
refuted the arguments contained in the letter of the Government of India 
(which had been written by H.T. Prinsep). It pointed out that many of the 
Bengal Bank proprietors had originally subscribed as firms, and in the 
only instance in which the Legislative Council of India had so far granted 
a charter (the Calcutta Bonded Warehouse) six firms appeared in the list 
attached t. the charter. In any case, it would be simple enough to 
substitute names of individuals for those of firms of which they were 
partners. Reopening the lists of subscribers, however, would admit to the 
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benefits of the charter parties who had declined to share in the expenses 
and the risk necessary for procuring it. 

‘The committee also pointed out that the Government of Bombay had 
been fully cognisant of all the proceedings of the committee. 


The proceedings of the meetings were fully recognised by the local government and all the 
support and countenance compatible with its limited jurisdiction afforded to the Bank, so 
that suggestions emanating in that quarter were received and adopted, leading to some 
important modifications in the original proposals. 


The committee also refuted the charge that the 


Bombay Bank must have been started in a manner such as to preclude the subscriptions of 
public servants of the Company from shares in it on the ground of its being a joint stock 
bank. But this was not the case. 


The plan was from the beginning to institute a chartered bank, and 


it had the support of almost all the public servants of the Presidency who had capital to 
invest. No exclusion, therefore, took place on the ground of its being a joint stock bank that 
was proposed and if'a charter [were] refused to the joint-stock bank, it [could] not with any 
colour of justice be refused to the original applicants to the local Government and the 
Court,’ 


nine-tenths of whom were still party to it. With regard to the other tenth, 
the committee contended, ‘no more equitable rule [could] be adopted than 
that of allowing the Committee to distribute their shares according to 
priority of application’. 

‘The committee also wrote a letter (dated 6 February 1839) of protest to 
Lord Auckland, the Governor-General of India, and appealed to him in 
the name of common principles of justice to intercede on their behalf. It is 
simplest to quote some paragraphs of this letter verbatim: 


‘Vhe body we represent was formed more than two years since for the purpose of introducing 
an improved system of banking in Bombay. At the commencement of our undertaking we 
had serious difliculuies to contend with. An opposition composed of the leading capitalists of 
the place exerted itselfin every possible way to obstruct our proceedings. The soundness of 
our plans, however, secured us the support of the local Government, and a charter was 
conferred upon us, subject to the approval of the Home authorities. To secure their 
sanction to It an agent was sent to England, and large funds were remitted at the same time 
tu pay expenses and procure an establishment for the Bank in the event of its meeting with 
the success anticipated. 


After a most harassing delay of nearly two years a charter was sanctioned upon certain 
terms and our agent upon the strength of these circumstances communicated to him by the 
authorities both at the India House and the Board of Control executed the commission 
entrusted to him, and forwarded an establishment and the apparatus necessary for the 
formation of a bank. 


The terms of the resolution of the Home Governmeni were at the same time forwarded to 
the Bombay Government at the express request of our agent, for the purpose of avoiding 
the delay which he pointed out as likely to arise in the event of the order for incorporating 
the bank being sent in the first place to Bengal, and by the Bombay Government, in 
accordance with the obvious intentions of the Court, these terms were submitted for 
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approval to the applicants for a charter in Bombay by whom they were unconditionally 
accepted. 


But in direct opposition to all this, the Calcutta Government have decided upon the 
putting up the whole of the shares in the new bank to auction, and thus placing those who 
have most strenuously opposed the institution upon a perfect equality with its strongest 
supporters. 


It would seem, indeed, that the preparation of a plan—the supply of funds for its support 
and the consequent prosecution of it for years, through adverse circumstances,—are all to 
pass for nothing, and as soon as the plan succeeds and there is a prospect of its becoming 
advantageous, that the claims of its supporters are to be set aside, while others who st6od 
aloof, and even its adversaries, are to derive all the benefits of their previous exertions. 


We do not now question the legality of this proceeding ... We simply ask, is it just—is it 
liberal—is it even polite—on the part of Government to treat us in the manner proposed? 
Will any body of men hereafter undertake an enterprise in India, if Government exercises 
its powers to deprive them, at the eleventh hour of all its advantages which the prospect of 
success may promise? Your Lordship is no doubt aware that all associations of individuals 
fur monied institutions must of necessity originate among a few at first. That they are then | 
brought forward and subscribed for by the public, and that the privileges of'a charter can 
only be sought when all this has taken place. We need not, therefore, ... point out that 
charters when granted under such circumstances are not considered liable to be sold by 
public auction however valuable they may be, but that they are invariably considered a 
property of those who orginally applied for them. Why then, we respectfully submit, 
should we be made a solitary exception to the general practice? ... . 


Your Lordship will see by the accompanying correspondence that directions have been 
forwarded to the Supreme Government to grant an act of incorporation in consequence of 
an application from Bombay. The wording of the Court’s letter unconnected with other 
circumstances may be considered as somewhat vague, but nothing is contained in it to give 
the slightest foundation for the plan of putting up our shares in the proposed bank to public 
competition, and the obvious conclusion is therefore that the charter was intended for the 
applicants and no one else. Our agent, moreover, Was given to understand in the clearest 
possible manner, by the authorities at home, that the wishes of his constituents had been 
complied with ... so perfect was the understanding that the charter was to be granted to his 
constituents, that it was even proposed by the Secretary of the Court of Directors that he 
should enter at once into the same arrangements for procuring supplies through the Court 
that were made by the Bank of Bengal ... 


Under these circumstances, a property was virtually created in Bombay. Shares in the bank 
rose to a premium, were bequeathed—included in marriage settlements and extensively sold. 
To interfere at this last stage of the proceeding and to deprive the supporters of the Bank of 
all advantages they hope to derive from their position—from the expenses they have 
incurred and the risk these expenses involved, and more serious still, from the patient 
manner in which they have waited for the decision of the same Government, while many 
had large sums lying idle in anticipation of demands from the bank, is to call for sacrifices of 
such a nature and to such extent as to justify us in characterising the proceeding as an act 
little short of spoliatious and which we cannot but deprecate as calculated to destroy all 
confidence on the part of individuals disposed to embark in speculation for the benefit of 
themselves and the country. 


This vigorous protest did not lead to as speedy a reversal of the decision 
of the Supreme Government as the committee might have wished. In the 
meantime the committee found reason to be dissatisfied with the activities 
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of George Ashburner, for the deputy chairman wrote on 11 April 1839 to 
the Acting Chief Secretary to the Government of Bombay and communi- 
cated to him a resolution passed by a General Meeting of proprietors to the 
effect that | | 

the resolution of the Provisional Committee, suspending Mr. George Ashburner from his 


office of Secretary to the Committee be approved and that his removal from the situation 
from the date of the same be confirmed. 


‘The committee also appealed (in a memorial dated 20 March 1839) to 
the Court of Directors and learned that the Court had disallowed and 
rescinded the decision of the Supreme Government in Calcutta, and had 
directed that the charter be given without delay to the pre-existing body of 
proprictors. But the Court expected that the committee would agree to 
some compromise in order to accommodate the interests of dissenting 
parties. .\ccordingly, on 15 July 1839, the committee wrote to the Govern- 
ment of Bombay proposing several compromises. One was that the mode 
provided for the distribution of additional or unappropriated capital in the 
proposed draft charter of the Bank of Bengal be adopted, excepting that 
part which allowed present proprietors to reserve the capital for themselves. 
As another compromise the committee proposed that the whole of the 
disposable shares be distributed in a rateable proportion to those parties 
who had lost their claim by not joining the unchartered scheme under the 
resolution of the General Meeting of 20 March 1838, after correcting the 
number of their shares so as to bring them to par with those who did join it. 

After representations trom the Government of Bombay enclosing the 
relevant correspondence, the Government of India gave in with a bad 
geace (ina letter to the Government of Bombay dated 7 August 1839). It 
admitted the receipt ofa dispatch from the Court of Directors directing it 
to pass an act of incorporation for the proposed Bank of Bombay in favour 
of a body of proprietors stated to be in existence at the time when the 
Court’s orders of 19 September 1838 were issued. The dispatch also 
directed that the entire amount of capital of the bank should be paid up 
before any act of incorporation was passed. 

However, the Government of India desired that it should be the Govern- 
ment of Bombay which should decide what classes of persons and which 
individuals were to be considered as the existing body of proprietors to 
whom the charter could be granted. It cautioned that 


it [would] be necessary that the Government of Bombay should decide specifically upon 
every claim preferred and having so decided and having framed its list of proprietors 
accordingly, the list with the ground of each decision favourable or the contrary must be 
submitted to the Council of India, together with the draft of act reciting and detailing the 
names of those persons in whose favour the Government of Bombay [might] have so 
directed and containing the necessary provisions to give effect to the object of incorporating 
a Bank as desired. 
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12.6 The Bank of Bombay begins operations 


Ultimately, Act IIT of 1840, granting a charter to the Bank of Bombay, 
was passed in February 1840, and the Bank of Bombay opened for 
business on 15 April 1840. The Act stipulated that the bank could not be 
incorporated until the capital (which was to be between Rs 50 and Rs 56 
lakhs) was fully paid up, and fixed | April as the date of final call on the list 
of shareholders mentioned in the Act. The bank acquired 23 Rampart 
Row, belonging to Jehangir Nusserwanjee Wadia, for its office (a house 
which was later occupied by Ralli Brothers).'' On }1 April 1840 the acting 
secretary and treasurer of the Bank of Bombay (W.W. Cargill) informed 
the Chief Secretary to the Government of Bombay that Rs 51,75,000 had 
been lodged with the Sub-treasurer of the Government of Bomhay as 
subscription for the capital of the bank. As a result of the excessive demand 
for shares the provisional committee had been obliged to raise the projected 
capital of the bank from Rs 30 lakhs to Rs 52.25 lakhs, and this was the 
capital with which the bank started operations. The composition of the 
board of directors was similar to that of the Bank of Benga!, with three 
directors being appointed by the Government of Bombay (whose share in 
the bank capital was Rs 3 lakhs) and six elected by the proprietors. ‘he 
government directors were generally the Chief Secretary to the Government, 
the Accountant-General, and the Secretary to the Government in the 
Financial Department. The first board consisted of these three government 
directors and the following six proprietory directors: H.G. Gordon, James 
Wright, Lt. Col. G. Moore, F.M. Davidson, Framjee Cowasjee, and 
Captain J. Swanson. 

Three days after the Bank of Bombay commenced operations (18 April 
1840) the Government of Bombay published a notification in the Bombay 
Government Gazette regarding the acceptance of Bank of Bombay notes in 
public offices. On coming across this notification the Government of India 
brought to the notice of the Governor in Council that in the Bengal 
presidency the notes of the Bank of Bengal were received by Collectors in 
the provinces of Bengal and Orissa in payment of revenue and other 
government dues without any prescribed limit, but in Behar only one- 
third the instalment of a land revenue payment was receivable in Bank of 
Bengal notes while in the North-Western Provinces the notes were not 
accepted at all for such purposes. The Government of India suggested that 
similar restrictions might be placed on the acceptance of Bank of Bombay 
notes in order to enable them to be cashed easily, without deranging the 
usual internal exchange operations. 

On 29 May 1840 the Bank of Bombay applied for the reception of bank 
post bills (at three days’ sight) by Collectors on terms similar to those 
under which the bank notes were accepted. The Accountant-General of 
Bombay ruled against the bank. He argued that bank post bills were 
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always uncertain and frequently of large amounts, varying according to 
the convenience of the original purchaser and were negotiable by 
endorsement alone. Hence they could not be expected to pass into general 
circulation. In that case, every bill which the government might receive 
into any of its local Treasuries would have to be returned to the presidency 
Treasury for realization, and this was likely to cause great inconvenience 
at times to all such local officers who did not have large surplus funds to 
remit to the General Treasury in the Bombay city. 

The Bombay Government, in spite of this opinion of the Accountant- 
General, appealed to the Government of India to authorize the receipt by 
government officers of bank post bills payable to order on demand on the 
same terms as bank notes. It argued that the only real difference between 
bank notes and bank post bills lay not in the degree of their general 
acceptability or encashability away from the presidency towns, but in the 
fact that notes were payable to the bearer and post bills to order, so that in 
the latter case caution had to be used as to the endorsements. 

The Government of India (in a letter dated 29 July 1840), however, 
overruled the Bombay Government. It argued that the government would 
be exposed to the risk of loss if bank post bills were allowed the privilege of 
legal tender at all the public Treasuries of the Bombay Presidency. From 
surviving accounts of the relative amounts of bank notes and post bills yt 
would appear that the latter formed only a small fraction of the former. 
This may have been partly caused by the refusal of the government to 
accept post bills in payment of its dues. 


NOTES 


I. After successively trying to trade in opium itself, and then, when that policy failed, to 
limit the supply of Malwa opium through direct restrictions on the producing territories, 
the Company adopted (in 1831) the policy of allowing Malwa opium to pass through 
Bombay on payment ofa transit duty of Rs 175 per chest (of 146 Ibs.). On the struggles 
to channelize the export of Malwa opium through the Company-controlled ports and 
eliminate Portuguese competition, and their successful outcome, see Greenberg: British 
Trade and the Opening of China, pp. 131-41. In 1826, even before the new policy adopted 
by the Company’s government, British firms in Bombay and Canton were dealing ona 
large scale in Malwa opium. According to a letter from Jamsetjee Jejeebhoy in 
Bombay, dated | February 1826, to William Jardine in Canton, Calvo & Co. had sent 
Rs 3 lakhs to Forbes for the purchase of Malwa opium. Jejeebhoy hoped to send 180 
chests on his own and Jardine’s account to Magniac & Co. (of which Jardine was a 
partner); but he was also afraid of the competition from Daman opium. There was 
obviously a close connection between Portuguese and Bombay merchants. For, in a 
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letter dated 1 June 1826 to Jardine, Jejeebhoy informed him that he had given a letter 
of introduction for Jardine to J.M. Pinto, a member of the house of their ‘mutual 
friend’, Sir Roger de Souza. So, even before the formal elimination of the competition 
from Daman (a Portuguese port), Bombay merchants were turning a good rupee out of 
Malwa opium. See the University of Bombay Museum, The Jamsetjee fejeebhoy Papers, 
vol. I, from | February to 24 October 1826. 


. See Edwardes: The Rise of Bombay, pp. 240-61. 
. [bid. According to estimates quoted by Edwardes, the population of Bombay increased 


from about 1,80,000 in 1814 to about 2,29,000 in 1830 and 2,36,000 in 1836. See also, 
Edwardes: The Gazetteer of Bombay City and Island, vol. 1, pp. \59-62. 


. R.J.F. Sulivan: One Hundred Years of Bombay: History of the Bombay Chamber of Commerce 


(Bombay, ‘Times of India Press, 1937), p. 11. 


. The membership of the provisional committee changed from time to time. The first 


provisional committee consisted of T.R. Richmond, A.S. Finlay, J. Wright, Colonel 
Wood, D. Pestonjee, E.C. Morgan, W. Turner, D. Greenhill, M. Brownrigg and 
Captain W. Henderson, with George Ashburner as secretary. The first meeting was 
held in the offices of Skinner & Co. See Bombay Courter, 27 December 1836, and J. 
Douglas: Glimpses of Old Bombay, pp. 110-113. 
At the time (6 February 1839) the provisional committee protested against the 
decision of the Government of India to put up all shares to public auction it consisted of 
D. Greenhill, H.G. Gordon, James Wright, George Moore, E.C. Morgan, F.M. 
Davidson, Charles Waddington, Framjee Cowasjee, and Dadabhoy Pestonjece. 
Dadabhoy Pestonjee (who belonged to the Wadia family) was also one of the members 
of the first committee of the Bombay Chamber of Commerce, and Framjee Cowasjee 
was, along with Dadabhoy and Muncherjee Pestonjee, one of the original members of 
the Chamber of Commerce. Dirom Carter & Co. was an active participant in the 
organization of the Bank of Bombay: some of the meetings of the provisional committee 
were held in its offices. The Bombay Calendar and Almanac gives the following information 
about the members of the provisional committee: David Greenhill, senior merchant, 
fourth puisne judge of the Court of Sudder Dewany and the Sudder Foujdaree Adawlut 
(24 June 1835) and Judicial Commissioner for the Southern Maratha country, Sholapoor 
(Sholapur) and Rutnagherry (Ratnagiri) (September 1835); Harvey George Gordon, 
partner, Ritchie Steuart & Co.; James Wright, partner William Nicol & Co.; Major 
George Moore, Deputy Military Auditor-General and Secretary to the Clothing Board 
(18th Regiment); Edward Cobb Morgan, Solicitor to the East India Company; 
Capt. Charles Waddington, Superintending Engineer Presidency (Corps of Engineers); 
Framjee Cowasjee, Parsee merchant; and Dadabhoy Pestonjee of Dadabhoy & 
Muncherjee Pestonjee (brokers). The secretaryship of the provisional co:nmittee also 
changed from time to tme. We have already noted the names of George Ashburner 
and Alexander Finlay. John Smith also acted as secretary to the committee for a time. 
W.W. Cargill, the first secretary and treasurer of the Bank of Bombay was secretary to 
the provisional committee by January 1840. 
See Edwardes: The Gazetteer of Bombay City and Island, vol. 1, p. 211. 
Cooke: Banking in India, p. 162. 
The account given here is based on the materials in the Bombay Archives for the years 
1836—40. 
Bombay Archives, letter from Accountant and Treasurer to the Accountant-General, 
dated 10.7.1836. 
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10. James Finlay & Company Limited: Manufacturers and East India Merchants 1750-1950 
(Glasgow, Jackson Son & Co., 1951), and History of Forbes Forbes Campbell & Co. 
(unpublished). Our account of the activities of the Finlays, father and son, is based on 
the latter book. 

11. Douglas: Gimpses of Old Bombay, p.112. 


Chapter 13 


The sedate days of the Bank of — 


13.1 Initial difficulty in employment of bank capital 


From the point of view of its potential business the date of the opening of 
the Bank of Bombay was rather inauspicious. ‘Trade with China, the 
major trading partner of the port, had been troubled since 1838 when the 
Chinese authorities intensified their campaign against the smuggling of 
opium by foreign merchants in league with Chinese peddlers of the drug. 
In June 1840 the British formally started their infamous Opium War 
against the Chinese empire by blockading the Canton estuary. As a result, 
the new crop of Malwa opium, sold very cheaply in Bombay. ' 

Thus, at first the Bank of Bombay found the prospects of employnient of 
Its capital in business advances quite dim. Moreover, it was by charter 
forbidden to deal in foreign exchange operations. This prohibition gave 
risc to two Bombay-based joint-stock banks within the next five years— 
the Bank of Western India, which eventually became the Oriental Bank 
Corporation, and the Commercial Bank of India. Once they were set up 
these banks did not, of course, confine their operations only to foreign 
exchange business, and their competition created new problems for the 
employment of the capital of the Bank of Bombay. Then came the 
commercial crisis of 1847-48. Its impact was less devastating in Bumbay 
than in Calcutta. But repercussions were felt of failures in Calcutta,” and 
many of the real estate assets which served as collateral security to bankers 
became unsaleable.’ 

However, the trade of Bombay expanded rapidly in the 1850s and by 
the end of that decade merchandise exports of Bombay overtook those of 
Bengal.* Among the three major ports of British India, Bombay had the 
worst means of communication with its hinterland. It is not surprising that 
the first railway line to be used in India should have been that which 
connected Bombay with the interior. Earlier, only pack animals or—after 
a road had been built across the Bhore Ghat pass—ox-carts had been the 
means of transport with the tracts producing cotton, which provided most 
of the wealth of Bombay. The construction of the railway across the 
Western Ghats changed this situation. Cotton gins and presses further 
reduced the cost of bringing cotton down from the Deccan and Khandesh 
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to Bombay. The Bank of Bombay also profited from these changes, and its 
profitability increased substantially between 1853 and 1861. The average 
rate of dividend for the period 1841-52 works out at 6.58 per cent per year, 
whereas for the period 1853-61 it came to 8.72 per cent per annum; and in 
no half-year during the latter stretch of years did the dividend go below 6 
per cent whereas in five of the earlier twentyfour six-monthly periods the 
dividend rate went below that figure (see Table 13.1). Thus, the period up 
to 1852 would seem to provide a natural break in the story of the nascent 
Bank of Bombay. 


Table 13.1 
Dividend rates declared by the Bank of Bombay 1841-62 (figures in percentages per year) 
Half-year ending in Dividend Half-year ending in Dividend 
1841 June 30 5 1852 June 30 5.5 
December 31 5 December 31 5.5 
1842 June 30 7 1853 June 30 6 
December 31 7 December 31 6.5 
1843 June 30 7 1854 June 30 6 
December 31 7 December 31 7.5 
1844 June 30 7 1855 June 30 9 , 
December 31 7 December 31 9 
1845 June 30 7 1856 June 30 10 
December 31 7 December 3] 8 
1846 June 30 7 1857 June 30 7 
December 31 7 December 31 9 
1847 June 30 8 1858 June 30 9 
December 31 8 December 31 9 
1848 June 30 8 1859 June 30 9 
December 31 7 December 3] 1] 
1849 June 30 6 1860 June 30 1] 
December 31 6 December 3] 10 
1850 June 30 6 1861 June 30 10 
December 3] 6 December 31 10 
1851 June 30 6.5 1862 June 30 9 
December 31 5.5 


SOuRCE Cooke: Banking in Indta, p. 174. 


Table 13.2 gives in an abstract form the results of the working of the 
bank until the middle of 1852. From this table it appears that on an 
average only Rs 8,36,375 could be employed in banking operations in the 
first year, and the major investment of the bank was in government 
securities. The relative balance of banking operations and investment in 
government securities tilted in favour of the former in 1841 and 1842, but 
deteriorated again in 1843, and in 1844 the amount locked up in government 
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securities was more than double that invested in banking operations. The 
note circulation of the bank reached the figure of Rs 63,54,530 on 30 
December 1843, but remained below that for the period up to 9 August 
1852 (Table 13. 3). This figure was below the limit of Rs 2 crores stipulated 
in the charter or below that permitted by the more stringent limitation 
that the cash balance should be at least one-fourth of the total liabilities. 
During these years the average ratio of cash to liabilities came to 65:40, 
which 1s way above the stipulated limit. Of course, there were occasions 
when the bank went out of rule, but they were due more to special 
circumstances (including the difficulty of disposing of government securities 
in a narrow market) than to extended pressure for credit. 

Bombay’s money market was dull in 1841 and 1842 as a result of the 
dislocations caused by the first Opium War. In 1836-37 the declared 
value of the opium exported was Rs 242 lakhs out of total exports of Rs 743 
lakhs.* Naturally, a fall in the exports of opium to China (which was the 
main foreign customer) affected business badly. From 1843 opium exports 
again picked up and contributed to a tightness in the money market. 

On 29 July 1841 W. Cargill, the secretary and treasurer of the Bank of 
Bombay, submitted, on behalf of the directors of the bank, an application 
to the Governor in Council for permission to open a branch in Calcutta. 
The directors intended to put this scheme for adoption by the proprieters 
at a meeting to be held on 2 August 1841. 

Table 13.3 


Statement showing the highest and lowest amounts of notes in circulation in each year from the 
commencement of the Bank in 1840 to 9 August 1852 


Year Highest value of note circulation — Lowest value of nete circulation in the year 
Amount (Rs) Date Amount (Rs) Date 
1840 23,29,465 Dec. 11 Commenced  Apnili5 
business 
1841 34,29,810 Sept. 11 11,09,335 May 29 
1842 33,81,575 Dec. 4 12,28,510 June 19 
1843 63,54,530 Dec. 30 30,12,595 April 17 
1844 59,72,710 Jan. 30 30,74,335 Oct. 20 
1845 49 55,410 Oct. 11 30,42,825 Aug. 7 
1846 47,50,985 Oct. 17 25,84,135 Aug. 15 
1847 51,77,050 Nov. 21 28,05,300 June 27 
1848 58,82,700 Aug. 10 20,61,850 Dec. 26 
1849 52,02,680 Nov. 10 24,34,855 Jan. 6 
1850 55,09,210 Nov. 3 35,11,425 March 3! 
1851 51,67,840 Dec. 15 19,96,070 May 12 
1852 52,60,315 Aug. 7 36,11,005 May 28 


SouRCE The same as in the case of Table 13.2 
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The main argument advanced by the directors in support of their 
proposal was that the capital of the bank was Rs 22 lakhs in excess of that 
fixed upon by the projectors of the institution, and in excess of the 
probable wants of Bombay for many years to come. They submitted 
statements showing that Rs 33 lakhs lay idle in the bank’s coffers (to which 
Rs 10 lakhs was expected to be added en 20 August 1841), and that hardly 
at any time since the bank commenced operations had it required more 
funds than were supplied by its deposits and note circulation. 

The Bank of Bombay had attempted to effect an arrangement with the 
Bank of Bengal for the employment of Rs 10 to 15 lakhs at 6 per cent. 
Failing in this object, they offered a temporary loan to the government of 
Rs 20 lakhs at 5 per cent. This, too, was declined by the government. Then 
the directors hit upon the scheme of opening a branch and proposed 
Calcutta as the field for the first experiment. The reasons for selecting 
Calcutta were that city’s familiarity with modern banking and the directors’ ' 
opinion that the legitimate monetary demands of that place were not 
satisfied by the existing institutions. The directors felt that the opening ofa 
branch in Calcutta would not trench on the interests of the Bank of Bengal. 

Although to the directors of the Bank of Bombay the Governor in 
Council appeared to be fully competent to authorize or disallow the 
opening ofa branch without referring to the Governor-General in Council,° 
the Government of Bombay judged otherwise. It passed on the proposal to 
the Government of India. The latter in its turn wrote that the Bank of 
Bombay had been established under the authority of the Court of Directors 
‘upon the same principles in every respect’ as those sanctioned for the 
reincorporation of the Bank of Bengal. It would, therefore, be against the 
wishes of the Court of Directors if the Governor-General in Council were 
to acquiesce in the proposition of the Bank of Bombay to establish any 
branch bank without reference to the Court of Directors. 

The matter was accordingly referred to the Court of Directors and the 
latter called for the opinion of the Government of India. The Government 
of India considered it inadvisable to encourage the use and circulation of 
any paper currency other than that of the Bank of Bengal within the limits 
in which the notes of that bank were then accredited. The circulation of the 
Bank of Bengal in 1842 came to about Rs 170 lakhs and 


as it [was] capable of expansion to an extent [namely, up to Rs 2 crores] fully adequate to 
supply any increased demand that could be reasonably anticipated, there would be no 
benefit to the community from authorizing a branch bank of issue to be established by the 
Bank of Bombay at Calcutta. 


The Court of Directors agreed with this and in a letter dated 26 July 
1843 rejected the application of the Bank of Bombay to open a branch at ' 
Calcutta. 
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13.2 The crisis of liquidity, 1844-45 


After remaining slack to the end of 1843 the money market of Bombay 
became tight in the beginning of 1844. Aggregate advances of the Bank of 
Bombay jumped from Rs 17,53,905 on 30 March to Rs 33,68,156 on 30 
April 1844. The ratio of cash balance to liabilities (at 28.5 per cent) on the 
latter date nearly fell to the minimum prescribed in the charter. The rate of 
discount on private bills was raised from 6 to 7 per ceniin April and kept at 
that level until the end of July 1844. (For the rates of discount, etc. of the 
Bank of Bombay from 1840 to the end of 1862 see Table 13.4.) This 
stringency eased after July 1844. Although on 30 September and 30 
November 1844 aggregate advances of the bank reached Rs 34,1! 1,526 and 
Rs 35,43,133 respeciively, the ratio of cash balance to liabilities remained 
far above the prescribed minimum on those dates. On 19 November 1844, 
in fact, the Bank of Bombay granted to the Government of Bombay a loan 
of Rs 12 lakhs at 3 per cent interest (it was charging other constituents 542 
per cent for loans on the same type of security). But on 3 April 1845 the 
bank was forced to apply to the government for a loan of not less than Rs 5 
lakhs and not exceeding Rs 10 lakhs for a period of three months, with 
interest at the rate of 4 per cent per annum, with the option of repaying it 
any time within the three months. The bank would deposit government 
promissory notes of an equal value as security for the loan. The reason 
given for this application was that under section 26 of the charter of 1840 
the directors were prohibited from advancing money unless the amount of 
cash in the bank was equal to at least one-fourth of all the liabilities on 
demand, but on 31 March 1845 the bank had already been out of rule by a 
sum of Rs 1,23,743 (cash balance: Rs 12,20,756-9-8; total liabilities: 
Rs 53,77,998- 12-4). On 31 March 1845 the bank held the enormous sum of 
Rs 55,93,516 in government securities. But it could not sell them without 
incurring considerable loss and the directors were unwilling to adopt that 
course. 


Table 13.4 
Rates of discount and interest, Bank of Bombay 1840-62 (figures in percentages per annum) 

Date Qn govern- On private On fixed Cash Advances on 

) ment bills bills - loans credits goods 
1840 
April 15 3 7¥2 6 642 72 
july 15 4 6 5 5Y2 62 
1841 
February 15 6 7 6 642 8 
June 10 5 6 5 5Y2 7 
Decemher 93 4 6 6 64> 8 
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Date 


On govern- On private On fixed Cash Advances on 
ment bills bills loans credits goods 

1842 

January 11 6 7 6 642 8 
January 20 6 8 6 642 8 
January 27 7 9 7 7 9 
July 2 6 7 6 642 8 
July 28 5 7 5 6Y2 8 
September 15 3 7 5 642 8 
November 24 6 742 6 642 842 
December 22 6 8 672 . 7 8 
1843 

June 8 5 7 5¥2 6 7 
July 20 5 612 544 6 7 
August 24 N) 6 i) 5¥,2 6 
1844 

April 18 5 7 6 642 7 
August | 4 6 =) 542 6 
1845 

February 27 4 7 6 672 7 
March 20 4 8 642 7 8 
April 3 5 S 7 74/2 9 
July 17 4 7 6 64/2 7 
September 18 4 6 fe) 5¥2 6 
November 27 5 8 7 742 8 
December 4 5 9 7 72 9 
December |! 5¥2 9 8 82 9 
December 20 6 10 9 91/2 10 
1846 

March 6 6 12 9 9¥2 12 
April 2 7 12 9 9¥2 12 
June 4 6 10 8 8Y2 10 
July 30 6 9 8 842 9 
September 30 ) 8 7 742 8 
October 8 4 7 5 6 7 
October 15 i) 9 7 8 9 
1847 

January 7 4 8 6 7 8 
January 28 5 9 7 8 9 
February 25 6 10 8 9 10 
March 16 6 11 9 0 1] 
July 22 6 10 8 9 10 
August 19 5 8 6 7 8 
December 16 6 9 7 8 9 
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1848 
January 27 
February 10 
March 23 
April 6 

May 11 
June 8 
November 23 


1849 
January | 
February 22 
April 26 
November 8 
December 20 


1850 
January 4 
January 10 
February 21 
March 14 
March 28 
May 2 

July 2 
November 7 
December 5 


1851 
January 9 
May 29 
July 3 
July 31 


1852 
January 8 
April 22 
June 3 
August 26 
November 11 


1853 


July 1 
August 25 


1854 

March 2 
April 13 
April 27 
May 25 
June 15 
July 20 
November 16 
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Date 


December 7 
December 14 
December 21 


1855 

May 25 
June 7 

June 16 

July 19 
August 16 
November | 
December 13 
December 27 


1856 
January 3 
January 17 
April 3 

May 8 

May 29 
June 12 
August 7 
October 31 
November 5 
December 4 
December 18 


1857 

March 12 
March 26 
April 2 

May 14 
May 19 
June 4 
June 12 
July 29 
August 6 
August 20 
November 5 
November 11 
November 12 


1858 
January 28 
February 4 


On govern- 
ment bills 
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February 18 


6 9 7 8 9 
March 15 7 10 8 9 10 
March 18 8 1] 9 10 | 
April 15 9 12 10 1] 12 
May 13 8 1] 9 10 N11 
May 20 7 10 8 9 10 
May 27 6 9 7 8 9 
June 3 5 8 6 7 8 
June 17 4 7 5 6 7 
November 11 5 8 6 7 8 
November 25 5 9 7 8 9 
December 7 6 10 8 9 10 
December 16 7 11 9 10 11 
December 30 8 12 10 11 12 
1859 
January 28 8 12 11 12 12 
March 24 8 12 10 11 12 
April 7 7 M1 9 10 1 
May 19 9 12 10 1 12 
June 8 8 ll 9 10 11 
June 16 6 9 7 8 9 
June 22 5 7 5 6 7 2 
1860 
January 12 6 8 6 7 8 
January 19 7 9 7 8 9 
February 4 8 10 8 9 10 
February 10 10 12 10 1] 12 
February 16 9 1] 9 10 1] 
February 23 8 10 8 9 10 
March 15 7 9 7 8 9 
March 22 6 8 6 7 8 
April 19 5 7 5 6 7 
May 31 3 5 3 4 5 
November 15 5 7 5 6 7 
November 29 6 8 6 7 8 
December 6 7 9 7 8 9 
December 27 9 11 9 10 11 
1861 
January 10 10 12 10 1] 12 
April 17 11 13 ll 12 13 
April 20 9 11 9 10 ll 
May 2 7 9 7 8 9 
May 9 6 8 6 7 8 
June 6 5 7 5 6 7 
June 13 4 6 4 5 6 
July 18 3 5 3 4 5 
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Date On goven- — On private On fixed Cash Advances on 
ment bills bills loans credils goods 

October 3 5 7 5 6 7 
October 24 6 8 6 7 8 
November 7 8 10 8 9 10 
1862 

April 3 6 8 6 7 8 
May 8 4 6 4 5 6 
May 29 4 5 4 5 6 
June 4 3 4 3 4 5 
September 4 4 M) 4 5 6 
September 18 5 6 5 6 7 
October 3 6 7 6 7 8 
October 9 8 9 8 Q 10 


SOURCE Cooke: Banking in India, pp. 169-73. 


The Government of Bombay granted the loan, which was repaid in six 
or seven weeks. But the Government of India objected to it (in a letter 
dated 26 April 1845) as highly irregular. On 20 December 1845 the Ceurt 
of Directors expressed their displeasure with the action of the Government 
of Bombay and wanted to know whether the government directors had 
acquiesced in the decision to lock up the large sum of Rs 60 lakhs in 
government securities. The official directors, in a letter dated 21 March 
1846, stated that the system of investing so large an amount of capital in 
government securitics originated on the first establishment of the bank, 
chiefly because the charter stipulated that the whole of the bank’s capital 
should be paid in cash before business commenced. At that time the 
directors had invested most of the cash, which could not be otherwise 
employed, in government securities. The government directors further 
stated that during the preceding two years the amount of the bank’s 
investment in government securities had been reduced by Rs 21,87,980. 
They intended to further reduce the bank’s investments in government 
securities. 

Neither of the factual statements of the bank directors was strictly true, 
if we go by yearly averages (see Table 13.2). The average annual investment 
in government securities had jumped from Rs 27,29,080 in 1843 to 
Rs 59,40,931 in 1844, so that the excessive investment in government 
securities could not be attributed to occurrences at the time of the establish- 
ment of the bank. Secondly, average investments in 1846 (at Rs 47,89,833) 
were only about Rs 12 lakhs lower than in 1844. What is true is that the 
investmeni in government securities had gone up to Rs 73,24,711 on 30 
March 1844, and in 1846 the investment was lower by more than Rs 2] 
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lakhs (see Table 13.5). But most of that reduction had already been 
effected by 31 May 1844, when the figure of investment in government 
securities was Rs 55,96,71 1. 

The clue to the temptation for locking up funds in government securities 
is provided by another paragraph of the government directors’ letter: the 
interests of the bank had 


greatly ber:fited from the investment in Government securities—both in current interest 
and premium realised at their sale far exceeding in amount the sacrifice to which the bank 
[had] lately been required to submit, in consequence of being obliged to make forced sales 
to meet the sudden, and for the most part, unexpected pressure on the money market. 


Table 13.5 
Month to month fluctuations in the nature of business of the Bank of Bombay 1844-45 (figures in Rs) 
Bills discounted Loans on deposit Accounts of credit 

1844 

31 January 7,68,868 3,78,739 738,586 
29 February 6,62,025 3,80,888 6,63,540 
30 March 6,30,119 3,89, 124 7,33,662 
30 April 9,93,937 15,74,524 7,99,695 
31 May 12,09, 208 12,62,772 8.605,052 
29 June 11,66,350 9,62,206 §,43,262 
31 July 10,54,452 6,53,193 7,87,33) 
31 August 11,1819 4,65,593 6,80,842 
30 September 14,09,038 913,455 10.89,033 
31 October 11,64,796 8,08,980 8,63,994 
30 November 11,77,959 15,07,542 8,57,632 
31 December 11 ,02,674 5,22,086 10,44,332 

Total advances Casi balance Total investment in 
gout. securities 

1844 

31 January 18,86, 193 61,71,054 63,23,561 
29 February 17,06,453 48,44,794 70,29,711 
30 March 17,53,905 41,59,761 73,24,711 
30 April 33,68, 156 19,62,349 66,47,211 
31 May 33,37,032 18,30,949 55,96,711 
29 June 29,71,818 20,17,191 55,46,711 
31 July 24,94,976 25,34,633 55,46,711 
31 August 22,64,626 36,04,960 58,08,61 1 
30 September 34,11,526 35,43,899 56,52,61 1 
31 October 28,37,770 43,98,279 56,05,511 
30 November 35,43,133 36,66,745 55,49,331 
31 December 26,69,092 38,74,790 35,49,331 
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Bills discounted Loans on deposit Accounts of credit 

1845 

31 January 9,16,042 6,26,310 11,19,289 
28 February 9,91,780 6,30,632 10, 14,256 
31 March 13,55,419 7,64,675 12,09,261 
30 Apnil 11,00,786 834,082 13,26,152 
31 May 9,67,293 10,40,857 15,38, 734 
30 June 8,56,285 10,09,578 12,66,646 
31 July 7,77,740 7,63,435 12,12,766 
30 August 6,57,947 6,39,018 13,69,259 
30 September 10,70,346 5, 78,638 12,17,555 
31 October 13,31,881 837,060 15,49,090 
29 November 13,51,110 12,08,785 13,41 ,067 

Total advances Cash balance Total investment in 
foul. securities 

1845 

31 January 26,61,641 31,72,840 62,29,331 
28 February 26,36,668 22,16,210 61 69,331 
31 March 33,29,355 12,20,756 59,64,331 
30 April 32,61 ,020 21,02,581 57,42,331 
31 Mav 35,46,878 15,90,802 55,82,731 
30 June 31,32,509 15,35,971 55,58,731 
31 July 27,353,941 17,67,750 55,58,731 
30 August 26,66,224 23,41,412 55,58,731 
30 September 28,66,539 29,90,070 58,58,731 
31 October 37,18,031 26,47,251 58,58,731 
29 November 39,00,962 18,00,468 55,35,731 


That is to say, the bank had speculated in government securities. 

The strictures of the Government of India and the Court of Directors led 
the Government of Bombay to conduct an enquiry into the causes of the 
scarcity of money in Bombay which persisted till the end of 1845. The best 
summary of the proximate causes was provided by U.H. Crawford (a 
member of the Governor’s Council). According to him, the loss of City of 
Shiraz in July 1845, with remittances to the value of Rs 10 lakhs on board, 
chiefly in bullion, deprived Bombay of an expected increase in the money 
supply. Notice of the loss of the ship was accepted by the underwriters in 
December 1845 but since policies were not payable till the expiry of 6 
months after such notice the proprietors of the bullion were kept out of 
their money eight months longer than expected. In ordinary times the 
inconvenience to the parties interested in the bullion of City of Shiraz would 
have been met by the facility of discounting their insurance policies at one 
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or the other banks in Bombay, if not by the underwriters themselves. But 
as the news of the loss of that vessel arrived at a time of stringency in the 
money market discounts became well-nigh impossible. 

Next, in order of time, might be placed the circumstance that a large 
and unusual proportion of the remittances of 1845 from China, on Indian 
as well as on European account, for goods sold and for extensive orders on 
opium, was received in bills of exchange on London instead of in bullion. 
These bills must have exceeded £250,000 or Rs 25 lakhs in value, and they 
were practically unsaleable in December 1845. However, the large increase 
in imports in opium had to be paid for in silver. The quantity of opium 
imported into Bombay between | October and | 1 December in each of the 
preceding five years was as follows: 


1841 755 chests 
1842 3469» 
1843 4049s 
1844 3058 
1845 9019» 


The sudden jump between 1844 and 1845 is particularly noticeable. 
Taking the cost of a chest at a conservative figure of Rs 1,350, Crawford 
estimated the increase in the money locked up for opium in 1845, compared 
with 1844, as Rs 67,09,500. 

C rawford mentioned two other factors as being responsible for the 
scarcity of money, viz. the general failure of the monsoon and operations of 
the Oriental Bank. 

Crawford’s minute can be supplemented and expanded by a more 
detailed minute submitted by J.P. Willoughby, Chief Secretary to the 
Government of Bombay, which, together with the concluding remarks of 
the Governor, also throws an interesting light on the lending policies of the 
Bank of Bombay. The large surplus of bills of exchange drawn in China on 
London was apparently due to the scarcity of silver in China. The pressure 
on the money market was aggravated by the operations of the Oriental 
Bank. The secretary of the Bank of Bombay complained that his bank had 
paid out upwards of one crore of rupees in silver to the Oriental Bank in 
the twelve months preceding 29 May 1845. Furthermore, in the later part 
of the year the Hong Kong agent of the Oriental Bank made a serious error 
trying to speculate in the exchanges. He remitted nearly five lakhs of 
rupees in silver to England, and drew on the parent bank in Bombay for 
the amount. The latter was deprived of the expected inflow of silver and 
was, Instead, presented with unexpected demands on its resources. The 
bank oaly extricated itself by drawing bills in England at a large sacrifice 
in exchange. 

When the various pressures cumulated in November 1845 (for changes 
in the cash to liabilities ratio of the bank over the period January 
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1844—November 1845 see Table 13.6) the Bank of Bombay took some 
corrective steps. It tried to sell Rs 5 lakhs worth of securities, as usual at 
the beginning of the commercial season (that is, at the end of November or 
beginning cf December), but without success. The rates of discount or 
interest were raised as follows (see Table 13.4 for details): 

on government bills from 4 to 5 per cent 

on private bills from 6 to 8 per cent 

on loans on deposit of 

government securities 

on other securities 


from 5 to 7 per cent 
from 6 to 8 per cent 


Table 13.6 
Cash balance, bank notes & post bills outstanding and total liabilities of the Bank of Bombay 1844-45 
(figures in Rs except for percentages) 


Cash balance Bank notes Post bills 
1844 
31 January 61,71 ,054 57,71,640 16,085 
29 February 48,44,794 52,89,795 31,303 
30 March 41,59,761 55,68,525 46,374 
30 April 19,62,349 44,99,530 64,148 
31 May 18,30,949 35,96,050 38,146 
29 June 20,17,191 34,78,625 12,390 
31 July 25,34,633 34,98,875 15,691 
31 August 36,04,960 36,93,900 7,093 
30 September 35,43,899 31,87,555 12,037 
31 October 43,98,279 37,99,415 5,293 
30 November 36,66,745 36,39,640 7,114 
31 December 38,74,790 47,78,490 18,332 

Total of bank Aggregate Total liabilities Percentage of cash 
notes & post bills advances payable on balance to total 
@ demand* habutties 

1844 
31 January 57,87,725 18,36,193 96, 13,985 64.19 
29 February 53,21,098 17,06,453 86,85,854 55.78 
30 March 56, 14,899 17,53,905 83, 70,494 49.70 
30 April 45,63,678 33,68, 156 68,53,917 28.63 
31 May 36,34,196 33,37,032 56,51 ,306 52.40 
29 June 34,91,015 29,71,818 53,56,289 37.66 
31 July 35, 14,566 24,94,976 58,26,936 43.50 
31 August 37,00,993 22,64,626 67,04,051 53.77 
30 September 31,99,592 34,11,526 79,43,580 44.61 
31 October 38,04,708 28,37,770 82,13,977 53.55 
30 November 36,46, 754 35,43,133 78,07 ,387 46.97 
31 December 47,96,822 26,69,092 72,69, 148 53.30 


Table 13.6 continued 


Cash balance Bank notes Post bills 
1845 
31 January 31,72,840 37,16,470 7,815 
28 February -22,16,210 37,26,885 18,294 
31 March 12,20,756 32,72,210 9,008 
30 April 21 ,02,581 38,08,105 15,745 
31 May 15,90,802 38,00,995 21,279 
30 June 15,35,971 32,97,000 18,798 
31 July 17,67,750 31,26,470 16,858 
30 August 23,41,412 33,23,420 20,200 
30 September 29,90,070 44,42,255 16,565 
31 October 26,47,251 45,73,230 12,334 
29 November 18,00,468 39,04,540 7,830 

Total of bank Aggregate Total liabilities Percentage of cash 
notes & post bills advances payable on balance to total 
@ demand* liabilities 

1845 
31 January 37,24,285 26,61 ,641 71,65,052 44.28 | 
28 February 37,45,179 26,36,668 58,95,582 37.59 
31 March 32,81,218 33,29,355 53,77,998 22.70 
30 Apnil 38,23,850 32,61 ,020 58,82,756 35.74 
31 May 38,22,274 35,46,878 59,18,378 28.83 
30 June 33,15,798 31,32,509 50, 16,558 30.62 
31 July 31,43,328 27,53,941 49,75,961 35.52 
30 August 33,43,620 26,66,224 54,88, 143 42.66 
30 September 44,58,820 28,66,539 64,64,584 46.25 
31 October 45,85,564 37,18,031 70,21 ,674 37.70 
29 November 39,12,370 39,00,962 62,88,904 28.63 


Sedate days of the Bank of Bombay / 337 


@ Aggregate advances = bills discounted + loans on deposit + and accounts of credit, 
* Total of bank notes, post bills and aggregate balance of accounts current and deposits of whatever 
nature. 


‘These measures obviously did not answer fully, and on 4 December the 
rates were revised further from 5¥ to 8 and 9 per cent. (These rates were 
now on the same level as those of the Oriental ‘Bank, but the latter could 
still lend for longer periods than three months. Willoughby’s statement 
implies that earlier the rates had been lower than those of the Oriental 
Bank.’) On the same day the directors of the Bank of Bombay resolved to 
send Rs 11 lakhs of 4 per cent stock to obtain a loan on half that amount 
from the Bank ot Bengal and to sell the other half at a loss not exceeding 3 
per cent. At first they intended to draw on the Bengal Bank for this 
amount, but the exchange having turned unfavourable they determined 
that the whole amount (Rs 10 lakhs) expected to be obtained by the loan 
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and sale of stock should be sent without delay in specie by sea. (A later 
proposal that this amount be paid into the Treasury in Calcutta and the 
Bombay Government reimburse the Bank of Bombay was turned down by 
the Government of India, and the whole amount was sent in specie to 
Bombay.) The Bank of Bombay would make a sacrifice of not less than 6 
per cent or Rs 60,000 on the transaction but a considerable portion of the 
loss was expected to be recouped from the profitable employment of the 
sum of Rs 10 lakhs on its arrival in Bombay. (We shall see that the old 
Bank of Bombay borrowed from the Bank of Bengal several times in its 
career.) 

On 20 December 1845 the Bank of Bombay was forced to raise its rate of 
discount on private bills to 10 per cent, on fixed loans to 9 per cent, on cash 
credits to 92 per cent and on advances against goods to 10 per cent. This 
apparently had a noticeable effect on the volume of advances, which went 
down substantially. 

While reviewing the causes of the stringency in the Bombay money 
market in early December 1845, Willoughby, then Chief Secretary to the 
Government of Bom bay and a director of the Bank of Bombay, mentioned 
three defects in the mode of management of the bank.’ The first was too 
large an investment in government securities. As we have seen the 
government directors (including Willoughby) tried to explain this away 
by referring to conditions obtaining at the time of the foundation of the 
bank. Willoughby adduced the further reason of the seasonality of the 
demand for money. The busy season, according to him, ranged from 
December to June and the ‘inactive’ season from June to December.’ 
During the latter season a large amount of bank capital generally remained 
unemployed, and the bank felt justified in locking up its funds in govern- 
ment securities. If the securities could be disposed of easily no harm would 
result from this. But the market for securities was highly imperfect. For 
instance, the price of 4 per cent stock during the first few days of December 
1845 fell from Rs 99¥2 to 97 and no large quantity could be sold at all in the 
market. Willoughby thought that the Bank of Bombay should gradually 
reduce its investments in government securities by a third. 

Secondly, unlimited credit was granted on deposit of Gompany’s paper 
to.any one firm or individual. The Governor expatiated on this point. He 
mentioncd the instance when, at a period when the pressure in the money 
market commenced, one of the wealthiest merchants of Bombay received 
advances from the Bank of Bombay exceeding Rs 10 lakhs at the low rate 
of 4 and 5 per cent interest. No part of this could become available to the 
bank for six weeks to two months after the prevailing rate of interest was 
increased to 8 and 9 per cent. The bank certainly lost a good deal on this 
transaction since so large a portion of its capital was invested at a low rate 

-of interest at a time when, for want of funds, it was almost obliged to 
suspend all advances and discounts. 
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It seems that the Bank of Bombay tended to keep lending rates below 
what the market would have warranted—even taking into account the 
competition of the Oriental Bank—principally in the interest of a small 
group of wealthy borrowers. There is an interesting parallel here with the 
difficulties of the Bank of Bengal in 1857 and of the Bank of Madras 
throughout the 1840s and 1850s. 

The third defect in the management of the Bank of Bombay, according 
to Willoughby, was that deposits withdrawable at pleasure were received 
without any limit. These deposits admittedly did not bear any interest. 
However, only a certain portion of these deposits could be used by the 
bank, and money was paid into the bank when it did not count and was 
withdrawn at periods when it was most urgently required by the bank. 

Restrictions on the receipt of large deposits withdrawable on demand 
could lead to their total withdrawal and harm the interest of the bank. So 
Willoughby suggested that depositors be divided into three classes—those 
with deposits of Rs | lakh and above, those with deposits between Rs 50,000 
and Rs | lakh, and those with deposits under Rs 50,000. This would 
enable bank directors to form an opinion as to the proportion of aggregate 
deposits which might be considered with safety as constituting a part of 
the available funds for banking operations. 

We have earlier discussed how military operations of the Government of 
India affected the money markets in India. The years from 1838-39 to 
1848—49 were all characterized by deficits in government budgets. The 
scarcity of money in Bombay had been already aggravated by large 
remittances on government account for the Anglo-Sind and Anglo-Gwalior 
wars, even before India had recovered from the effects of the first Anglo- 
Afghan war.'® And the money market in Bombay was further distu bed, 
according to the Governor, by the Bombay capitalists who were with- 
drawing their funds in the confident expectation that the Anglo-Punjab 
war would oblige the government to open a 5 per cent loan. 

The Governor agreed with Crawford about the harmful effects of the 
operations of the Oriental Bank. He thought that it would be necessary, 
for the safety of the public, to place unchartered banks under legitimate 
restrictions. 

‘Vhe operations of the Oriental Bank in the exchange market and in the 
internal money market were obviously eminently profitable, for despite 
the disadvantage of only a nominal note circulation compared with the 
Bank of Bombay and of a larger capital] stock (it had a paid-up capital in 
September 1846 of Rs 80,50,720) it was able to pay a slightly higher 
average dividend than the Bank of Bombay in the years 1845-48."' 

In fact, the operations of the Oriental Bank and other unincorporated 
banks elicited a protest from leading East India houses in London with 
connections in Bombay (including Crawford Colvin & Co., Forbes Forbes 
& Co., Fletcher Alexander & Co., and Magniac Jardine & Co.). They 
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addressed a petition to the Court of Directors on 28 May 1846, alleging, 
among other things, that civil and military servants of the Company’s 
Government in India took a leading part as shareholders in organizing 
these unchartered banks. But since the officials were otherwise engaged 
they could not efficiently watch over the concerns and the management of 
the banks they promoted. The East India merchants complained (a) that 
there was no legislative provision for the publicity of accounts of these 
banks, (4) that since a great part of their business partook more of 
exchange than strict banking only accounts showing operations and 
liabilities in exchange business would be of any use (and such accounts 
were not available), and (c) that no reserves of bullion to meet liabilities on 
demand were normally kept by these banks, so that in times of scarcity 
their funds were not available—as was recently the case in Bombay when 
‘money could not be raised on Company’s paper at a less interest than 10 
per cent and more recently in Calcutta at as high as 12 to 13 per cent. 

Parenthetically, tt may be noted that the complainants themselves were 
heavily engaged in exchange operations, of which no accounts were 
available to the public or the government, Although legislation was 
gradually introduced to register and confer limited liability on joint-stock 
banks with head offices in India, the operations of foreign exchange banks 
remained outside the control of the government or the monetary authorities 
in India well up to the Second World War.” 

As a result of the complaint of the East India houses an enquiry was 
instituted by the Government of India inte the operations of the foreign 
exchange banks. ‘The government also reiterated its resolution forbidding 
public servants to hold shares in unchartered banks. On 6 May 1847 the 
President in Council resolved that with the exception of the Banks of 
Bengal, Bombay and Madras no shares in any private bank or joint-stock 
company would be accepted as security from public officers of the 
government. 

However, no legal steps were immediately taken to regulate private 
joint-stock banking. On 27 May 1848 the Government of India decided 
that 


banking in India was neither ‘so advanced’ nor ‘in so unsound a state’ as to <all for any 
legislative interference beyond allowing the several establishments to sue and be sued in 
the name of their officers and for the protection of the public, bringing the proprietors and 
their several and joint responsibilities more readily within the reach of the law.'* 


But immediately after this, the Union Bank and the Benares Bank failed 
and evidence of their gross mismanagement was brought out in the 
ensuing litigation. This was probably a factor inducing the government to 
pass the first Companies Act for India on 27 December 1850. Companies 
with seven or more shareholders whose shares were transferable could be 
registered under the Act. But registration was not made compulsory, nor 
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was limited liability conferred on the shareholders. This Act remained 
practically a dead letter outside Bengal and it was changed in 1857 by a 
new enactment.'* 


13.3 The business of the Bank of Bombay, 1847-52 


The Bank of Bombay weathered the commercial crises of 1847-48 well, 
and in fact prospered from the stringency in the money market prevailing 
in the early parts of 1846, 1847 and 1848. The rate of discount on private bills 
was raised to 12 per cent on 6 March 1846, and the rate on loans against 
goods to 12 per cent. The rate of discount on government bills and the 
rates of interest on fixed loans and cash credits had already been raised to 
6, 9and 912 per cent respectively on 20 December 1845. They were kept at 
these levels until the beginning of June 1846, except that the rate of 
discount on government bills was further advanced to 7 per cent on 2 April 
1846 (Table 13.4). All the rates were later lowered until the rates of 
discount on government bills and private bills reached 4 and 7 per cent 
respectively and the rates of interest on fixed loans, cash credits and 
advances on goods reached 5, 6 and 7 per cent respectively. The highest 
levels the two rates of discount and the three rates of interest reached in 
1847 were 6 per cent, 11 per cent, 9 per cent, 10 per cent and !1 per cent 
respectively. This occurred on 6 March 1847, and these rates were lowered 
again only on 22 July 1847. On 19 August 1847 the five rates reached that 
year's lows of 5, 8, 6, 7 and 8 per cent. Rising again from 16 December 1847 
these rates reached the levels of 8, 12, 10, 11 and 12 per cent on 10 
February 1848. They were then lowered step by step to 5, 7, 5,6 and 7 per 
cent respectively on 8 June 1848. 

for a week from 8 November 1848 there was a run on the Bank of 
Bombay following on the discovery of some forged notes of the bank in the 
bazaar. The forgeries were apparently very indifferently executed, and the 
total value of forged notes was probably not more than Rs 8,000; only a 
note for Rs 5,000 and another for Rs 1,000 were brought to the assistant 
shroff of the bank and the utterer was held by the police. But this was 
sufficient to cause a general! distrust among Indian merchants about bank 
notes in general. This distrust was at first confined, according to the 
secretary and treasurer, to the Marwaris, but later spread to other holders 
of notes. The run on the bank ceased on 16 November 1848. But the note 
circulation of the bank came down from Rs 51,65,400 on 7 November 1848 
to Rs 25,46,100 on 13 November 1848 and the cash balance came down 
from Rs 55,56,446 on 7 November to Rs 32,54,763 on 13 November 1848. 

Even on the latter date the proportion of cash to liabilities was 57 per 
cent. But the directors had to take into account the possibility that the 
entire note circulation might vanish and deposits withdrawable on demand 
(amounting to around Rs 32 lakhs, of which Rs 13 lakhs belonged to other 
banks) might be called in. So they got in touch with the Government of 
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Bombay on 10 November 1848 to apprise it of these developments. The 
directors declined all fresh applications for advances (except the discounting 
of government bills), raised the rates of interest and discount charged on 
existing advances by 2 per cent, reduced the rates of advances on govern- 
ment securities, and called up a large proportion of outstanding debts. 

On 14 November the bank formally applied to the government for help, 
but without specifying its form or its extent: 


At present the directors do not anticipate the necessity of requesting the support of 
Government, but should it unfortunately happen that the panic becomes general, and the 
run so severe and sudden that it is found impossible to realize securities and call up 
outstanding loans in sufficient time to meet it, the directors however reluctant to apply for 
aid trust that Government under these extraordinary and unlooked for circumstances and 
considering the vast extent of injury that would ensue on the bank being ultimately unable 
to meet all demands upon it, will render such assistance as they may consider on such an 
occasion to enable the bank to fulfil all its engagements. 


On 30 November 1848 the Governor of Bombay (Lord Falkland) and 
members of his Council (including J.P. Willoughby the former Chief 
Secretary) wrote to the Court of Directors supporting the request of the 
Bank of Bombay for government assistance in case of difficulty. 


We are aware that the orders of your Hon. Court as conveyed in your despatches under the 
dates of 23 December 1845, No. 20 and 22 September 1846, No. 13, are entirely opposed to 
the Government granting aid to the Bank under any circumstances. But with all deference, 
we beg to observe that you could hardly have had in view such a crisis as has now occurred, 
against which no foresight and no adherence to right principles of management could have 
secured the institution. Ifa panic ansing out of a few forged notes in circulation (and these 
too so ill executed that it is almost impossible that any one could be deceived by them) is in 
a few days to withdraw the whole of the note circulation and to occasion a demand for 
deposits, the only mode of being prepared is for the Bank to keep in hand cash sufficient, or 
nearly so, to meet such demands, that is to bank only with the proprietors’ capital. 

We cannot think, were the Bank in difficulty from such a cause, and unable to realize its 
securities and to call up outstanding loans in time to meet the demands upon it, we should 
do wrong in coming to its assistance. It is not, however, to be apprehended that we are 
likely to be called upon on the present occasion, as the run on the Bank seems in a great 
degree to have subsided. But we have reported the facts to the Government of India and 
solicited its instructions in the event of any necessity for interference thereafter arising. 


It is interesting to recall that Willoughby, in his minute dated 10 
December 1845, had mentioned that but for the strictures of tte Govern- 
ment of India on thé occasion of the loan extended by the Bombay 
Government to the Bank of Bombay in April 1845 that bank would have 
again looked to the Government of Bombay (in December 1845) for aid in 
case the stringency in the money market increased and the bank was 
unable to meet any pressure with its own resources. He had then added: 


I hope such an emergency will not occur but if it does, I have no doubt the bank would 
again apply. In this case I imagine that the Government has too great an interest in the 
- bank itself and in the commercial prosperity:of Bombay to withhold assistance should this 
be imperatively required to avert a disaster, which must involve many in irretrievable ruin 
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and which wouid injuriously though indirectly affect the interest of Government in many 
ways. I do not consider the letter from the Government of India to contain a positive 
command but simply.a recommendation ofa certain policy under ordinary circumstances. 


This statement and the statement quoted in the preceding paragraph are 
illustrative of the generally protective, if not positively indulgent, attitude 
the Government of Bombay adopted towards the Bank of Bombay. 

The Government of India, however, was much more critical of the bank 
management and, by implication, of the stance taken by the Government 
of Bombay. It observed (in a letter dated 2 December 1848 in reply to one 
from the Government of Bombay dated 21 November 1848) that that was 
the third occasion on which the position of the Bank of Bombay had been 
brought under the special consideration of the Government of India. 


By far too large a proportion of the capital of the Bank of Bombay, in fact nearly its whole 
capital, [was] invested in Government securities, their amount being upw ards of 49/2 
lakhs out of a capital of 524% lakhs. 


It quoted the strictures of the Court of Directors on ‘a similar though not 
nearly so grave’ an error of the Bank of Bengal when it had held Rs 39 
lakhs in government securities as against its capital of Rs 107 lakhs (in 
1846) though it had not applied to the government for assistance. According 
to the Government of India, the strictures applied ‘with equal if not with 
greater force to the Bank of Bombay’. The President in Council deemed it 
absolutely essential that the Bank of Bombay should be required 


at whatever sacrifice, to reduce the amount of its government securities to less than one half 
its capital and that too with utmost practicable despatch. 


He permitted the Government of Bombay to grant the Bank of Bombay a 
temporary loan for a short period only, so as to enable it to convert the 
requisite amount of government securities into cash, in the extreme case of 
the bank being in danger of a suspension of cash payments. He requested 
the Governor in Council to insist that the sale of the bank's securities be 
taken in hand immediately and that the sale be continued until the value of 
securities held by the bank was reduced to less than half its capital. 

The directive of the Government of India was obviously only partially 
attended to, for the average holdings of government securitics in 1849 were 
still Rs 41,42,751 (see Table 13.2) and in December 1849 they amounted 
to Rs 40,27,660 (Table 13.7). It would appear from monthly statements 
of the business of the Bank of Bombay for the period December 
1849—November 1850 (see Table 13.8) that in February 1850 the bank 
again borrowed Rs 5 lakhs from the Bank of Bengal by pledging its 
government securities. The bank got into hot water with the Government 
of India over this transaction too, for the Advocate-General in Bengal gave 
the opinion (on 5 April 1850) that the charter of 1840 did not give the bank 
any authority to borrow money in any other mode than by the issue of 
notes and post bills. The Government of India requested the bank directors 
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Table 13.7 


Month-toemonth fluctuations in the business of the Bank of Bombay December 1849-November 1850 


1849 
December 


1850 
January 
February 
March 
April 
May 
June 
July 
August 


September 


October 
November 


Total bills 
discounted 


15, 16,288 


15,21,595 
16,10, 164 
10,96, 197 
907,395 
8,35,.292 
9,60, 172 
960,933 
10,16,886 
8,70,912 
7,75,591 
15,62,922 


Loans on 


deposit 


30,44,714 


26,21,387 
25,68,433 
22,27,482 
21,76,180 
30,85,089 
28,20,054 
22,04,779 
22,42,761 
24,04,834 
25, 19,504 
28,71,449 


(figures in Rs) 


Accounts of 
credit 


9,64,934 


10,47,413 

9,63,722 
12,28,612 
12,41,070 

9,87,786 
12,49,549 
11,87,893 
10,28,258 

9,00,136 
12,50,619 
13,69,979 


fable 13.8 


Total 
advances 


99,295,936 


51,90,395 
51,42,319 
45,52,291 
43,24.645 
49,08, 167 
50,29,775 
43 53,605 
42,87,905 
41,75,882 
45,45,714 
58,04,350 


Cash 
balance 


23,70,088 


21,58,789 
16,46,919 
28,71,724 
28,06,223 
$431,924 
38,39,633 
36,43,456 
37,05,618 
36,66,751 
41,18,278 
31,93,092 


Total invest- 
ments in govt. 


securities 


40, 27,660 


39,63,160 
38,82, 160 
32. 23,960 
$7.24, 160 
37,30,725 
37,19,725 
37,19,725 
37,19,725 
37,19,725 
37,19,725 
37,19, 725 


Cash balance, bank notes and liabilities of the Bank of Bombay December 1849-November 1850 
(figures in Rs) 


1849 
December 


1850 
January 
February 
March 
Apnil 

May 

June 

July 
August 
September 
October 
November 


* Loan of Rs 5 lakhs due to the Bank of Bengal 26 April 1850 
** Loan of Rs 4,41,675 due to the Bank of Bengal 5 June 1850 


23,70,088 


21,58,789 
16,46,919 
28,71,724 
28,06,223 
34,31,924 
38,39,633 
36,43,456 
37,05,618 
36,66,751 
41,18,278 
31,93,092 


Bank 


notes 


46,20,905 


42,06,595 
36,56,995 
35,11,425 
39,26,295 
44,44,840 
45,74,975 
42 28,035 
49,32,830 
47,82,815 
56,87,585 
49, 26,040 


Post 
bells 


98,553 


1,01,569 
94,852 
94.412 

2,52,906 

3,63,337 

3,41,136 
66,979 
62,59] 
70,670 
43,648 
41,722 


Bank notes Aggregate 
& post bills advances 


47,19,458 


43,08, 164 
37,951,847 
36,05,837 
41,79,201 
48,08,177 
49,16,111 
42,95,014 
49,95,421 
48,53,485 
57,31,233 
49,67,762 


Total lia- 
bilities 
payable on 
demand 


35,25,936 69,12,017 


51,90,395 61,86,254 
51,42,319 51,21,991 


45,52,291 60,15,418* 


Percentage 
of cash 
balance to 
habiltiies 


34.29 


54.90 
32.15 
47.74 


43,24,645 59,92,995** 46.83 


49,08,167 71,86,158 
50,29,775 75,05,362 
43,53,605 68,28,963 
42,87,905 68,38,067 
41,75,882 65,94,132 
45,45,714 73,16,311 
58,04,350 77,08,852 
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to refrain from such transactions in future. In February 1851, as a con- 
sequence of a robbery in the Oriental Bank in which notes of the Bank of 
Bombay worth about Rs | lakh were stolen, the note circulation of the 
latter was badly affected. The Oriental Bank advertised in the papers that 
arrangements had been made with the Bank of Bombay to stop payment of 
the stolen notes, and the numbers of these notes were also printed. 
However, these numbers were printed in English only. Fearing that many 
Indians, particularly up-country correspondents of the Bombay merchants, 
might receive these notes innocently and thus lose money, a number of the 
most influential shrof{fs and merchants, including Javerchund Atmaram, 
Wukutchand Khoosalchund, Tricomdass Mathooradass, Javerchund 
Nurseydass, Pranjeevan Hurjeevandass, Purshotum Dayaram and Manick- 
chund Luckmichund called on Stuart, the secretary of the Bank of Bombay. 
The latter assured them that as all bank notes were payable to the 
‘Bearer’, he could not refuse payment of them to any innocent holder; any 
persons receiving these notes in the usual course of business would be 
paid. If any innocent person was hauled up by the police for receiving the 
notes the bank solicitor would explain to the Magistrate the circumstances 
under which they came into the possession of the holder.’ 

However, by the time this guarantee was given the damage was done. 
Notes were returned to the Bank of Bombay in great numbers before the 
guarantee was given. We notice from ‘Table 13.2 that the average note 
circulauion of the bank tell from Rs 45,75,114 to Rs 33,37,595, the lowest 
figure ever reached after 1842 and before the withdrawal of the right to 
issue votes in 1862. 

[n August 1852 the secretary and treasurer of the bank submitted to 
the directors certain proposals for modifving the charter which, if approved 
by the directors, could be submitted to the shareholders and the govern- 
ment for final ratification. Two alternatives were put forward. The first 
was that section 32 of the existing charter should be modified and the bank 
should be allowed to engage in exchange transactions beyond the 
limits of India. In return the bank would agree to give up the privilege of 
issuing notes to the extent of Rs 2 crores and limit its issue to | crore. Ifthe 
limit of Rs | crore ever proved insufticient the bank might be allowed to 
increase Its note issue on the deposit of cash equal to the excess of issue (on 
the same principle that regulated the issue of notes by banks in England in 
excess of their authorized circulation). The bank would further invest the 
whole amount of capital raised by the note circulation in government 
securities or employ it in granting advances on the deposit of government 
securities repayable within three months and in discounting government 
bills. It would also hold a cash reserve of not less than one-fourth of the 
note circulation. ‘The bank would further agree that more than one half of 
the paid-up capital would never be employed in exchange operations 
beyond the limits of India, that the total liabilities on such bills of exchange 
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would not exceed Rs 1 crore, and that no bill would have a longer period to 
run than six months. 

The alternative to this would be to reduce the capital to half its existing 
value by reducing the nominal value of the shares from Rs 1,000 to Rs 500 
each and returning the other half to the shareholders. Correspondingly, 
the authorized circulation of notes would also be reduced from Rs 2 crores 
to Rs | crore. 

The arguments put forward by the secretary and treasurer in support of 
the proposals were (a) that the note circulation of the bank had never 
exceeded Rs 63.5 lakhs (in December 1843) and the average circulation 
up to 30 June 1852 was only Rs 35 lakhs (see Tables 13.2 and 13.3), and (6) 
that the average rate of dividend paid by the bank since 1840 was only 6% 
per cent on the capital. Had the capital been only one half the existing 
value the rate of dividend would have been 99/11 per cent. 

The government directors did not feel that the proposals of the secretary 
could be supported nor were they likely to be sanctioned by the Government 
of India and the authorities in England. One of them also pointed out that 
the average dividend of 6°% per cent was not too low and the bank shares 
were then selling at a 19 per cent premium. But they obviously kept their 
reservations to themselves, and on 2 September 1852 the directors 
submitted a report to a special General Meeting of the proprietors which 
incorporated the proposals of the secretary and treasurer. The directors 
argued that not only had the bank found it difficult to employ its capital 
profitably in the earlier years but that it still found it difficult to invest 
profitably all the funds put at its disposal. 

The report elaborated some of the proposals of the secretary further. 
The British Government, it said, had granted royal charters for the 
incorporation of banks of issue in the colonies with the right to engage in 
exchange operations on the principles suggested. The directors now pro- 
posed (a) that the bank might be allowed to advance money on the security 
of shares in any of the chartered banks of India and on the shares of the 
Indian railway companies upon which the interest was guaranteed by the 
government, and (6) that loans might also be granted on the security of 
bills of lading and shipping dbcuments of goods in transit and consigned to 
Bombay, and that the clauses in sections 27 and 28 of the Charter prohibiting 
such descriptions of business be rescinded. 

On 13 September 1852 the Governor of Bombay forwarded the proposals 
of the directors for modifying the bank charter to the Court of Directors in 
London. On 19 January 1853 the Court turned down both the alternatives 
suggested. They turned down the proposal for the bank to engage in 
exchange operations as being against sound principles of banking. The 
proposal to reduce the capital was rejected on the ground that 
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ifa chartered bank be upheld at all at Bombay, it should be on a scale calculated to meet the 
possible requirements of the commercial community and that the amount of capital should 
be sufficient to inspire confidence in the undertaking. 


They did not consider that the then existing capital was more than 
sufhicient for this purpose. However, the Court of Directors did not see any 
harm in permitting the bank to advance money on the shares of Indian 
railways whose interest was guaranteed by the government (meaning the 
East India Company) to the extent of three-fourths of the nominal value of 
those shares. 


13.4 Years of prosperity, 1853-60 


As it turned out, 1852 witnessed the last of the lean dividends of the 
Bank of Bombay. With increasing ‘trade, with an inflated demand for 
credit.released by railway construction, and with an enlarged scope for 
business granted by two Acts passed in 1854 and 1855, the business and 
dividends of the Bank of Bombay looked up and flourished as never before. 
The suggestion for allowing the Bank of Bombay to lend against the 
security of shares of guaranteed railway companies was embodied in Act 
No. XX] of 1854, passed by the Legislative Council of India, and extended 
to all the three Presidency Banks. This Act also defined the powers of the 
secretarv and treasurer and deputy secretary of the three hankse by 
empowering them, 
for and on behalf the bank under which they hold either of such offices, to endorse and 
transfer Government securities standing in the name of the bank, to draw, accept and 
endorse hills of exchange, promissory notes and bank post bills connected with the current 


and ordinary business of the bank, and to sign all other documents connected with such 
business. 


On 15 September 1855 Act No. X XVII of 1855 received the assent of 
the Governor-General. This Act authorized the three Banks of Bengal, 
Bombay and Madras to take custody of government securities and shares 
of the three banks and conduct agency business in connection with the 
custody of, and the realization of interest or dividend on, these securities. 
It also empowered.the banks 


to re-invest the principal, interest or dividends so received, or the proceeds arising from 
such sale in Government securities or shares in any of the said banks, or to hold or pay such 
principal, interest, dividends or proceeds, or according to the instruction of their constituents, 
and at their risk, to remit the same by public or private bills, whether payable in India or 
not, and to do all acts necessary or proper for the purpose of making such remittances. 
Provided, that if any such remittance be made by a note or bill of any of the said three 
banks, the same must be payable on demand. [See also section 10.5 abuve.] 


The Bank of Bombay was quick to take advantage of this Act and extend 
its agency business. 
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The foreign trade of Bombay surged forward in the 1850s. In the 1840s 
this port’s merchandise exports experienced rates of growth more or less 
similar to those of Bengal and India as a whole. But between 1851 and 
1860 the merchandise exports and imports of Bombay almost exactly 
doubled while the merchandise exports of Bengal increased from £9,997 ,528 
in 1851 to £12,508,490 in 1860, and the merchandise exports of British 
India as a whole increased from £18,164,156 in 1851 to £27,960,203 in 
1860.'° This turn in fortune was partly reflected in the figures of business of 
the Bank of Bombay. The total advances (loans, cash credits and bills 
discounted) increased from Rs 35,69,878-3-6 for the half-year ended 1851 
(this was a slightly depressed but not far from a typical half-year) to 
Rs 61,20,794-1-6 in the half-year ended 30 June 1860. ‘Phe note circulation 
also apparently increased steadily (Table 13.9). 


Table 13.9 
Bank notes and post bills of the Bank of Bombay in circulation, 1853-61 — 
(figures in Rs-a-p) 

Date Value 
30.6.1853 33,73,189- 6-11 
30.6.1854 46,10,526— 4-3 
30.6.1855 | 97,10,893— 0- 0 
31.12.1855 65,96,960— 5- 1 
30.6.1857 49,67,897-— O- 0 
31.12.1857 89,74,038-— 2- 7 
30).6.1858 69,35,015-12- 9 
31.12.1858 , 84,11,623-13- 2 
30.6.1860 | 94,19,087— 4- 4 
31.12.1860 1 ,23,52,590-13— 1 
306.1861 1,00,60,7-+- 5- 2 


SOURCE Bankers’ Magazine for relevamt years. 


Correspondingly, the rate of dividend on the shares of the bank increased 
from an average of 6% per cent per annum for the decade 1841-50 to 8 per 
cent per annum for the decade 1851-60 (despite the fact that the half-years 
ending 30 June 1851, 30 June 1852, and 31 December 1852 were particularly 
depressed, with the rate of dividend at 512 per cent per annum). 

The increase in business was aided by the agency business obtained by 
the bank as a result of Act XX VIT of 1855. But the more important factor 
of growth was the general increase in the business of Bombay. This is 
evidenced by the fact that the total advances for the half-year ended 30 
June 1855, before the Act came into operation, amounted to Rs 75,23,037- 
11-0. 

The agency business was acquired by the three Presidency Banks when 
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the functions of the Government Agents were ended. The post of Govern- 
ment Agent was created in 1810 with the object of providing an effective 
place of custody 


for the security and convenience of the owners of the bonds or promissory notes of the 
Government of the East India Company in India."’ 


Government Agents had originally been authorized. to remit interest by 
bills to be drawn on the Court of Directors. But in Madras, since the 
market for bills was rather narrow, Government Agents had apparently 
been buying private bills also for purposes of remittance. The Madras 
Chamber protested against this practice, particularly because Government 
Agents, according to them, always gave 

extreme rates, and frequently one farthing more per rupee than that current in the market, 
thus attracting to themselves all the public bills offering for sale.'* 


‘The Madras Chamber also objected to the Government Agents conducting 
this type of business at all. ‘Whe Court of Directors condoned the past 
practices of the Government Agent, pointing out that this agency was 
created for the benefit of bondholders in the first place, but ruled that the 
sanction thus given was not to be construed to extend to the purchase of 
private bills of every description whatever. When the Madras Chamber 
drew the attention of the Bombay Chamber of Commerce to the subject, 
the latter stated that their interests were little affected by the practice. 
They did not think that the matter was of sufficient consequence to justify 
a formal complaint by them in any quarter. 

However, when the Government Agencies were abolished (partly as a 
vesult of the general move to hand over to private merchants whatever 
business the latter found profitable and partly as a fallout from the revision 
of the East India Company’s charter in 1853), the banks in Bombay, along 
with other Indian banks, benefited from the decision. At the General 
Meeting of the proprietors held on 12 February 1857 the Bombay Bank 
directors reported on the increase of business that had resulted from the 
changes in Act XXI of 1854 and Act XXVIT of 1855. In order to defray 
the increased expenses they proposed that the sum allowed for establish- 
ment charges under section 23 of Act IIT of 1840 be increased from 
Rs 60,000 to Rs 80,000. ‘They also promoted James Blair, head accountant, 
to be deputy secretary and treasurer (this promotion had already been 
effective in 1855, for the Bombay Almanac for that year lists Blair as deputy 
secretary and treasurer and head accountant). The directors also moved 
that each director should be paid a fee of Rs 15 for attending the weekly 
meeting of the board, but this proposal was turned down at the meeting. 

The report of the Bank of Bombay for the half-year ended 30 June 1860 
announced the retirement of John Stuart, the secretary of the bank, who 
had watched over its interests since 1842, and the shareholders voted him 
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a sum of Rs 30,000 as a retirement benefit. The same report referred toa 
loss of Rs 9,875 on the sale of Rs 10 lakhs worth of government 5 per cent 
paper, thus indicating that the problem of what to do with government 
securities still remained with the bank. In the report for the year ending on 
31 December !1856 the directors had claimed that in the eleven years 
1846-56 the bank had lost only Rs 16,000 from bad debts. But for the 
half-year ended 30 June 1860 they reported a loss of Rs 15,000 from a 
dishonoured promissory note. The Bank of Bombay was about to enter the 
most spectacular (and the most disastrous) period in its history. 


eet 


NOTES 


. Greenberg: British Trade and the Opening of China, pp. 206-07. 
. For example, in the middle of 1848 Dadabhoy Rustomjee, son of Rustomjee Cowasjee 


of Calcutta nephew of Framjee Cowasjee (one of the promoters of the Bank of Bombay) 
and son-in-law of Cursetjee Cowasjee, failed with debts exceeding his assets by more 
than a hundred per cent. Dadabhoy had succeeded his father-in-law (who was also his 
uncle) as broker to the firm of McVicar Burn & Co. But he dealt independently in the 
China trade. Both father and son were said to have been ruined by the failure of the 
Union Bank. See Allen’s Indian Mail, vol. V1 (1848), nos. 93 and 108. 


. Dadabhoy Pestonjee Wadia, a promoter of both the Bombay Chamber of Commerce 


and the Bank of Bombay and reckoned to be one of the richest men of his time, was 
ruined by the commercial crisis of 1847-48 and the subsequent inability to dispose of 
his enormous real estate property in Bombay. As guarantee broket of Fergusson 
Turner & Co. he had to pay out Rs 10 lakhs at a time. His real estate property, which 
was werth Rs 50 lakhs at the time, sold for much less than its value after his firm had 
stopped payment on 30 December 1850. ‘That property was valued at Rs 3 crores in 
1885, when Dadabhoy Pestonjee died a poor man. See R.A. Wadia: Scions of Lowyee 
Wadia (Bombay, The author, 198't), pp. 106-14. 
In 1860 the merchandise exports of Bengal and Bombay came to £12,508,490 and 
£17,150,543 respectively. See Statistical Abstract of British India 1840-1865 (U.K. 
Parliamentary Papers, House of Commons, Accounts and Papers, vol. 72, 1867), Table 
31. 


. Sulivan: One Hundred Years of Bombay, p. 18. See also Report of the Bombay Chamber of 


Commerce for the year 1840-41, Appendix 41, which contains a petition of the Bombay 
merchants regarding the damaging effects of the interruption of the China trade. In 
this petition it was pointed out that the interruption not only affected the trade of 
Bombay but also the remittance operations, particularly to Great Britain, because the 
earnings from China trade acted as a valuable channel of remittance. 


. The British business community in Bombay tended to be of the opinion that the 


Government of India in Calcutta was stepmotherly in its attitude to the presidencies 
and that Acts III and IV of William IV, by creating a new dispensation for the 


10. 


11. 
LZ. 


13. 
14. 
15. 
16. 
17. 


18. 
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Government of India, had taken away many of the powers of the two presidencies and 
vested them in the Supreme Government in India. In 1837, under the leadership of the 
Bombay Chamber of Commerce, a petition was addressed from Bombay to the two 
Houses of Parliament praying for the restoration of the powers previously exercised by 
the Councils of Bombay and Madras. Two instances of the alleged stepmotherly 
attitude were cited, viz. the abolition of the town and transit duties in Bengal and the 
designation of Calcutta as a Bonded Warehouse port, while such measures were not 
executed for Bombay or Madras. See Sulivan: One Hundred Yeurs of Bombay, pp. 15-18. 


. Cf. the situation regarding the Bank of Bengal and Union Bank rates in the beginning 


of the 1840s discussed in Chapter 8. 


. Bombay Archives, vol. 9/1847, Secret Correspondence, minute dated 10 December 


1845 by J. Willoughby, Chief Secretary to the Government of Bombay. 


. We have only some broken series of monthly figures of the composition of the portfolio 


of the Bank of Bombay. Those for 1844 and 1845 and for 1849-50 fail to reveal a 

pronounced seasonality (see Tables 13.5 and 13.7) But it can be argued that these 

werc abnormal years. 

‘hompson and Garratt, Rise and Fulfilment of British Rule in India, pp. 331-80, and 
Banerjea: Indian Finance in the Days of the Company, Appendix A. These wars had obliged 

the government to raise its rates of interest. In August 1840 the Government of India 

borrowed Rs 25 lakhs from the Bank of Bengal for which they issued treasury bills 

bearing interest at 4 per cent per annum. In 1841 the government issued a new 5 per 

cent loan at 5 per cent, thus effectively raising the borrowing rate of the government, 

for public response to lower rates was extremely poor. a 
200ke: Banking in India, pp. 143 and 174. 

Cf. J.M. Keynes: Indian Currency and Finance, in vol. 1 of The Collected Writings of John 

Maynard Keynes (London, Macmillan, 1971), chapter 7. 

Rungta: tse of Business Corporations in Indta, p. 40. 

[bid., pp. 40-45. 

The Telegraph and Courier, Bombay, 14 February 185}. 

The figures are taken from the Statistical Abstract for British India 1840-1865, Table 31. 

Extract from a letter from the Court of Directors of the East India Company to the 

Committee of the Madras Chamber of Commerce, in Report of the Bombay Chamber of 

Commerce for the year 1849-50, p. 78. 

thid., p. 77. 


Chapter 14 


‘The Bank of Bombay and its rivals 


14.1 The Bank of Western India (Oriental Bank) 


In 1842 a formidable competitor to the Bank of Bombay entered the scene. 
The Bank of Western India was floated in July 1842 with a capital of Rs 50 
lakhs by a group of Bombay capitalists, 

principally with a view to supply [-ing] the want ofa bank conducting exchange and certain 


other legitimate banking business from which the Bank of Bombay is by its charter 
excluded. ! 


The advertisement tor the foundation of the Bank of Western India was 
dated 25 May 1842, and gave the names of Lieutenant Colonel Stratford 
Powell, Framjee Cowasjee and S.D. Murray as ‘trustees’ of the bank and 
General T. Vailant, T.R. Richmond and E.C. Morgan as its directors. On 
15 June 1842 ].A. Russell, Jugonnath Sunkersett and Jejecbhoy Dadabhoy 
joined the direction, On 25 June 1842 W.W. Cargill sent in his resignation 
as secretary and treasurer of the Bank of Bombay, and on 18 July he joined 
as managing director of the Bank of Western India.” An office was opened 
for business in Bombay tn October 1842, and by 1846, branches had been 
established in Colombo, Calcutta, Hong Kong and Madras. 

On | February 1843 Cargill forwarded to the Government of Bombay a 
memorial by a group of shareholders of the bank praying for the issue of a 
charter. (Besides Cargill the group included E.C. Morgan, who had been 
one of the promoters of the Bank of Bombay, Framjee Cowasjee and 
Jugonnath Sunkersett.) The memorialists extolled the success of the Bank 
of Bombay, particularly as regards the circulation of its notes; the bank 
notes had not only superseded ‘the former inconvenient modes of payment 
by large quantities of coin’ but had also rendered superfluous ‘the services 
of a set of men called shroffs who were exclusively employed to ascertain 
the genuineness of the coin’. The memorialists recognized the need for the 
restrictions on the operations of the Bank of Bombay. But they claimed 
that the wants of the public in regard to exchange and other agency 
operations had become daily more urgent (since 1840); the Bank of 
Western India had been floated in order to supply these wants, more 
particularly with regard to exchange transactions with Europe. The utility 
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of the bank, the memorialists claimed, was proved by the facts that the 
5,000 shares advertised were all subscribed for within a few days of the 
scheme being published and that their exchange transactions with England 
had increased rapidly. The memorialists alleged that the merchants and 
traders on the continent of Europe, and particularly those in Marseilles, 
Bordeaux and Trieste, were prevented from opening trade relations with 
Bombay not only by their want of business connections in London but also 
by the heavy agency commission they had to pay. These difficulties could 
be removed only by a direct exchange with those places and this was what 
the Bank of Western India was trying to effect. 

The memorialists, it seems, were prodded to action by the rumour of the 
formation ofa new bank in London, to be called the East India Bank, with 
identical aims and by the reported move for obtaining a charter on the part 
of this new bank. The memorialists claimed that great public benefit 
would result from regulating all joint-stock companies by means of charters, 
particularly since the Acts of the British Parliament governing joint-stock 
companies were not applicable in India. 

When the memorial was sent to the Court of Directors the latter wrote 
back (on 3 May 1843) tersely that they refused to sanction 


the grant of any charter or Act of Incorporation which should authorize the parties in 
whose favour it should be passed to engage in remittance operations between India and 
Europe or which should exempt them from the ordinary operations of the law of partnership 
by limiting their personal respons:bility. 


The Bank of Western India did not, however, give up its attempts to 
obtain a charter, and we shall shortly sketch the story of its success in this 
endeavour. For the moment, it is important to stress that exchange 
operations posed special problems to the merchants of Bombay, especially 
in view of the unpredictability and massiveness of the remittance operations 
of the East India Company. We have, for example, in 1843 a petition of the 
Bombay merchants to the Board of Control for India protesting against an 
abrupt alteration of the government rates of exchange for advances on 
produce.’ The petitioners specifically stated the rate of exchange at which 
the Court of Directors granted bills in London on India to be the cause of 
their grievance: during the months of January, February and March 1842 
the rate of exchange had ruled at Is. 11d. on Calcutta and Is. 11’/2d. on 
Madras and Bombay; it was raised in April to 2s. and 2s.02d respectively, 
and was again, in the same month, suddenly advanced to 2s.ld. and 
2s.1¥%2d. Many parties in England were induced to send bullion to India as 
a result of these rates. Such speculations, according to the petitioners 
would prove ruinous because of some recent measures of the government. 
Again, the Indian government’s rate for the purchase of bills at Calcutta, 
Madras and Bombay on England, against shipments of produce hypothe- 
cated to them, was fixed at 2s.1d. from June 1841 until 3 February 1842, 
when it was suddenly raised to 2s. 2d. This rate was considered so high 
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that remittance operations through the Treasury practically ceased. But it 
was continued until 12 December 1842 when a return to 2s.1d. was 
suddenly announced; in less than a month, more specifically on 9 January 
1843, the rate was again reduced to 2s. Such abrupt changes in exchange 
rates, according to the petitioners, not only upset the money market and 
the plans and operations of merchants but also materially affected the 
prices of produce in an unexpected fashion, and thus seriously interfered 
with the value of British imports. 
The Board of Control was prompt and candid in its reply: 


The recent measures and alteratiors in the rates of exchange, more particularly complained 
of, arose out of unavoidable exigencies of the public service, occasioned by the extensive 
warlike operations then carried on beyond the British frontier, which interfered in an 
unusual degree with the ordinary course of financial affairs. 

Such events, it is hoped, are not likely soon to recur, but it will doubtless be admitted that 
as long as the Government of India continues to be a remitting Government, it will be 
impossible to prevent the claims of the state from occasionally clashing with the 1 interests of 
individuals, however desirous the authorities may be to avoid such a result. 

With respect to the objection referred to in the memorial, to the mode of remitting from 
India by advance on hypothecated goods, the Board directs me to observe that while the 
Court of Directors do not feel at liberty to give up that mode of realizing the requisite funds, 
the amount remitted by such means has been recently and, for some time past, diminished 
and the remittance by bills on their treasuries in India increased. 


In our history of the Bank of Bengal we have commented upon the 
unsettling effect on the internal money market of the first Anglo-Afghan 
and other wars launched by the British Indian government. The above 
interchange provides direct evidence of their disturbing effect on foreign 
trade and exchange. 

The gradual relaxation of the grip of the Company on the entire 
remittance operations provided increasing opportunities to private persons 
for profitable transactions in the foreign exchange market, and attempts 
were made to float banks to take advantage of such opportunities. The 
Bank of Western India, along with the Agra and United Service Bank, was 
one of the earliest in the field. Although the Bank of Western India was 
supposed to be complementary to the Bank of Bombay, its competitive 
edge soon became evident (particularly since it failed for a number of years 
to obtain a charter). On 22 July 1844 J. Stuart, the secretary of the Bank of 
Bombay, complained to the Government of Bombay, that for some time 
past the Bank of Western [ndia had stamped, on all notes of the Bank of 
Bombay which were brought to it, the words, ‘Received payment: Bank of 
Western India’, in large characters (see Plate 19). A note defaced in this 
manner could not be issued again. From | to 22 July notes of the value of 
Rs 7,04,860 had been thus defaced and, according to Stuart, it was quite 
likely that 


ina short time the whole notes ... in circulation as they came in the course of business to the 
Bank of Western India [would] in like manner, be destroyed, 
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involving the Bank of Bombay in a heavy expenditure for the issue of fresh 
notes. Stuart concluded his complaint by suggesting that the government 
should examine whether it was for the benefit of the public that notes 
should be issued in India by other than the Government chartered banks’. 
The Advocate-General of Bombay found that there was no existing 
legal remedy against the action of the Bank of Western India. The Govern- 
ment of India would have to be moved to pass appropriate legislation to 
restrict the scope of action of unchartered banks. The Government of 
India, when appealed to, strongly deprecated the action of the Bank of 
Western India (letter dated 6 September 1844). It continued, however, 


that if the directors of that establishment [thought] fit to persist in the system they [had] 
adopted of receipting and stamping the notes of the Chartered Bank, contrary to any 
banking practice the Government of India [was] acquainted with, the Governor General in 
Council [could] only recommend that the Bank of Bombay reissue its notes notwithstanding 
that they [were] partially defaced, as their value was not in reality diminished ... It [could] 
not be difficult through the instrumentality and private exertions of the Bank directors, to 
convince the mercantile community and especially the native portion of it, whose fears 
probably it [was] designed principally to work upon, that the enfacement by the Bank of 
Western India [did] not necessarily detract from the currency of the notes of the Bank of 
Bombay. Most probably when it was found that the notes of the Bank of Bombay [were] 
freely cashed notwithstanding the stamp and receipt across them, no attention [would] be 


paid to the fact of their unnecessary defacement. . 


Thus the Government of India left the issue to be decided by the 
operations of the free forces of the market with, of course, the powerful 
support of the government on the side of the Bank of Bombay. It is not 
known whether the Bank of Western India persisted in its practice, but if it 
had any effect on the note circulation of the Bank of Bombay it could not 
have been other than marginal. Although note circulation did not reach 
the figure of Rs 63,54,530 attained on 30 December 1843 until at least the 
end of 30 June 1852, there could be other explanations for this phenomenon 
than competition from the Bank of Western India. The note circulation of 
the Bombay branch of the Oriental Bank (which was the new name of the 
Bank of Western India from May 1845) was stated to be only Rs 1,00,000 
on an average in July-September 1846.° 

On 15 May 1845 the shareholders of the Bank of Western India formed 
themselves into a new company under the name of the Oriental Bank, 
primarily to obtain royal letters patent to enabie the bank to sue and to 
be sued in the name of the company. The entire management and 
superintendence of the bank was then vested in directors in London, called 
a Court of Directors. The immediate management of the business of the 
bank in the East was entrusted to the Indian directors, subject to the 
control of the London directors. On 19 November 1845 the number of 
shareholders of the Oriental! Bank was 408; about two-thirds of the number 
were natives of the Bombay Presidency, the rest were mostly European 
gentlemen (no member of the civil or military service of the presidency 
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apparently held any share). This preponderance of Indian shareholders 
may explain the strong stand taken by them as regards incorporation.® 
According to iriformation supplied in early 1846, by the local manager 
of the Oriental Bank to the Government of Madras, the decentralization 
scheme of the Oriental Bank went even further than this. The directors of 
the bank wanted the operations of any board to be confined to their own 
locality and similar boards to be established, wherever practicable, at 
every branch of the bank, elected by the local shareholders whenever they 
consisted of at least 10 persons holding not less than 500 shares in the 
aggregate. While London was the seat of the ‘government’ of the bank, 
there was in early 1846 no banking establishment there. The pecuniary 
operations in London were carried out through some English bank. 

“The business of the bank consisted of exchange, loans, deposits, note 
circulation, and all other legitimate banking’. In 1846 the business of the 
London office was confined to serving as the agency for the other offices of 
the bank and for parties connected with the East, and making or receiving 
remittances. By 30 September 1846 the bank had, besides offices in 
London and Bombay, brarches at Calcutta (February 1844), Colombo 
(December 1843), Hong Kong (April 1845), Madras (March 1846) and 
Singapore (May 1846). The paid-up capital by that date was Rs 80,50,720. 
_ However, in October 1847, at least in Madras, there was no local board of 
the Oriental Bank nor even an advisory committee as there was in the casc 
of the Agra and United Services Bank.’ 

According to the Oriental Bank, 

The Bank of Bombay having declined a proposal from this Bank to circulate their notes on 
certain specified terms of mutual advantage, this company determined upon issue of their 


own notes, which was accordingly commenced in Bombay in May 1844, Ceylon in March 
1846 and China in July 1846. 


By 30 September 1846 the Indian (meaning those resident in India) 
shareholders of the bank (who held 17,138 out of the 18,418 shares issued), 
feeling that the object for which the Head Office had been removed to 
London was far from being realized and not having sufficient confidence in 
directors so distant and therefore so little subject to their control, took 
steps to adopt a supplementary deed: the directors applied to the Govern- 
ment of India for a legislative enactment similar to that granted to the 
Union Bank of Calcutta. They conceived that the proposed alteration in 
the constitution of the bank would have a favourable influence on the 
government. But the directors did not succeed in this application nor were 
the Indian shareholders able to alter the constitution of the bank, for this 
could not be effected without the express consent of a general meeting of 
shareholders, English as well as Indian.® 

in 1849 the Oriental Bank took over the business of the Bank of Ceylon 
and, armed with the charter of that bank, it applied for a royal charter to 
operate ‘anywhere east of the Cape of Good Hope’. The Board of Trade 
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granted a ehaiies to it in 1851, without consulting the East India Company 
whose. later remonstrances were ignored as ‘a quibble’. The Oriental 
Bank became, as the Oriental Bank Corporation, the first exchange bank 
chartered to operate in India. 


14.2 Other banks, companies and Indian investors 


Three private banks were founded in Bombay between 1840 and 1860. 
First came the Bank of Western India in 1842, then the Commercial Bank 
of India in 1845 and finally the Mercantile Bank of India, London and 
China in 1853. We have already seen that many of the men who had been 
involved in promoting the Bank of Bombay were also responsible for 
floating the Bank of Western India. Similarly, John Smith was a promoter 
of both the Bank of Bombay and the Commercial Bank; Cursetjee Cowasjee, 
brother of Framjee Cowasjee, was a promoter of the latter bank; Cowasjee 
Nanabhoy Davar was a promoter of both the Commercial and the 
Mercantile Banks.'® In all the cases, Indians took a prominent part along 
with Europeans in promoting the banks. 

Bombay also witnessed the flotation of a number of insurance companies 
during the first halfof the nineteenth century. By 185] there were twentyfive 
insurance companies operating in Bombay; of these, ten had their head- 
quarters (and presumably their origins) in Bombay.'' While all of them 
were joint-stock companies none seem to have been registered under the 
Companies’ Act of 1850, which provided for voluntary registration. 
Although, during the decade ending in 1861, seven local companies and 
six agencies had to wind up their business, their place was taken by five 
new fire and marine insurance companies floated by Bombay firms and 
‘by the establishment of agencies for 16 foreign and Indian fire and marine 
and 5 life insurance companies’.'? 

Besides banks and insurance companies, Bombay was the birthplace of 
joint-stock companies for ginning and pressing cotton in the 1840s and 
1850s, and for the spinning and weaving of cotton in the 1850s. Attempts 
were also made to float railway companies and steamship enterprises. In 
many of these ventures Indians teok a leading role as promoters and 
financiers but, except in the case of local insurance companies and local 
cotton presses and mills and a lone steamship company, they ended up 
playing second fiddle to the Europeans or being excluded from the direction 
of the companies altogether. A brief sketch of this process will help us 
understand better how local banks such as the Presidency Banks lost some 
of their best potential customers to London-based rivals. 

Take, first of all, the case of the railway companies, the biggest capitalist 
enterprises operating in India in the nineteenth century. In both Calcutta 
and Bombay Indians and resident Europeans were involved in setting up 
committees for promoting railways, and in subscribing to some of the 
abortive ventures. For example, in Calcutta all the shares of the East India 
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Railway Company allotted to the Bengal Presidency were taken up in 
1845.'° In Bombay a company called the Bombay Great Eastern Railway 
was floated on 13 July 1844 with the purpose of building a railway from the 
city across Salsette to the Thal and Bhore Ghat roads; the capital proposed 
for the railway was Rs 35 lakhs. Land was offered to the company by 
Framjee Cowasjee and Cowasjee Manockjee through the villages of Powai 
and Bhandup which they owned. Nothing came of this venture and it was 
wound up by 22 April 1845.'* But by then a committee had been set up to 
consider the best line to be constructed with Bombay as the starting point. 
The members of the committee included some of the leading Indian 
merchants of the city.'* Eventually, all the surviving railway companies of 
the time came to be run from London by British capitalists. ‘The main 
reason was not so much the lack of investible capital in India as the fact 
that the establishment of railway companies with limited liability and with 
access tu cheap or free land required the active co-operation of the East 
India Company, the Parliament and the Government of India and only 
British, capitalists with operational bases in Britain were in a position to 
secure such co-operation. The British capitalists investing in railways also 
managed to secure guarantees from the Indian government of a 5 per cent 
return on capital and their enterprises became a byword for extravagance 
and corruption. If Indians did not invest on a large scale in these enterprises 
jt was because they were not allowed to do so in the first place, since 
generally speaking only a fraction of the share capital was reserved for 
subscription in India. In the second place, they would be foolish to trust 
boards of directors whom they could not even approach let alone control. 
What happened with railway companies was repeated on a smaller 
scale with steamship companies and banks. The Company’s government 
encouraged the introduction of steamships to facilitate more rapid com- 
munication between India and Britain and to conquer or subordinate 
other countries. Private European and Indian entrepreneurs (such as 
Dwarkanath Tagore) also tried to promote steamships, both for ocean 
voyages and for coastal and inland shipping.'® However, the enterprises 
that survived were those which obtained mail contracts from the govern- 
ment, since the running of steamships was unprofitable in pioneering 
days. In particular, the Peninsular and Oriental Steam Navigation 
Company (P & O) secured the contracts for overseas mail, and the British 
India Steam Navigation Company (BISN) secured most of the mail 
contracts between points along the Indian coast. The only Indo-European 
steamship company of any importance to survive from this era was the 
Bombay Steamship Company (founded around 1846-47). One reason for 
its survival was that it had early secured a mail contract between Bombay 
and Karachi.'’ Of course, government mail contracts were only a part of 
the.privileges and advantages enjoyed by the P & O and the BISN. 
Fast-increasing capital resources, advantages of technical changes in 
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steamships, monopolistic freight rates and a determined policy of 
exterminating potential rivals made them all but unbeatable for challengers 
who did not have a powerful state apparatus to back them. 

We know how the control of the Oriental Bank soon passed from Indian 
to British hands and its headquarters were shifted to London.'* A very 
similar development took place in the case of the Mercantile Bank of 
India, London and China, which was floated in 1853 hy a mixed group of 
Indian and European capitalists in Bombay. In 1857 it merged with the 
Chartered Bank of India, London and China, and control passed into the 
hands of a board of exclusively European directors based in London. In 
the cases of both the Oriental and the Mercantile banks the lever used by 
the European directors to wrest control was the possibility of obtaining a 
charter conferring limited liability and the right to operate in the territories 
under the Company’s government and in other British colonies east of 
Suez. Only the Parliament could grant such a charter and only British 
capitalists based in London could effectively lobby for it—either through a 
fresh grant or through merger with a bank which had already obtained a 
charter. 

The Commercial Bank of India floated in 18-45 escaped being completely 
taken over by Europeans; this was at least partly due to the fact that it was 
registered under the Indian Companies Act of 1857. Even then, and in 
spite of the fact that the majority of shares in the bank probably continued 
to be held by Indians,'® the bank was completely officered by Europeans; 
however, even in 1863 three out of five directors were Indians and the two 
trustees were Indians.”° 

One impressive fact about the Indian merchants of Bombay in the 
1840s nd 1850s was that they promoted and invested in a wide variety of 
enterprises and often came to hold the majority of shares in enterprises 
which were supposed to be controlled by Europeans. They owned a 
majority of the shares in the Bombay Insurance Society of 1849-52 and 
1852-55 (it was started afresh every three years by the leading capitalists 
of Bombay), in the Apollo Cotton Press Company (as on | August 1850), 
perhaps the biggest press company of its time, and in the Colaba Press 
Company (as on 26 December 1849).?' Jamsetjee Jejeebhoy, as the richest 
capitalist of Bombay in his days, had a share in most of these enterprises, 
and he had not only other Parsis but also entrepreneurs from other 
communities such as Mohamed Ali Rogay associated with him. Cowasjee 
Nanabhoy Davar, who was a founder of both the Commercial and the 
Mercantile Banks, also promoted the Bombay Hydraulic Press Company 
in 1852—53. In 1854 he became the first Indian to establish a cotton mill, 
viz. the Spinning and Weaving Company.” 

Thus, Bombay at least did not lack Indians with capital and enterprise 
to venture into new fields.2?7 However, political factors systematically 
acted against them. The Government of India had not the slightest 
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intention of promoting the acquisition of modern industrial technology by 
Indians, and the presence of Europeans on the boards of directors of 
companies was considered essential for negotiating with government 
officials in India and Britain. Systematic discrimination was practised 
against Indians on racial grounds too. The Parsis, for example, were the 
most loyal collaborators the British (and Europeans generally) had as a 
community.7* When, in 1834, Lord Clare, the Governor of Bombay, 
allowed thirteen Indians of bombay the dignity of being addressed with an 
‘Esq.’ after their names, nine were found to be Parsis.?* The latter were 
perhaps the most important opium traders in China after the British, in 
whose wake and under whose protection they had followed. Yet, in 1834 
the Canton Chamber of Commerce refused to admit Parsis as members on 
the ground that the natives of India were not qualified to negotiate with 
the Chinese.”° None of the clubs where European businessmen mixed with 
top government officials admitted Indians. To take another example, in 
December 1842 the Superintendent of Police of Bombay ransacked the 
house of Dhakjee Dadajee, one of the most prominent Indian merchants 
and one of those dignified by the title of Esq. and a J.P. to boot, without 
finding any more incriminating evidence than a considerable amount of 
money deposited with him by the Gaikwad of Baroda. Dhakjee sued the 
Last India Company for damages in the Supreme Court of Bombay. On 8 
September 1843 the Court delivered the judgment that if the action could 
be sustained the trespass called for heavy damages, but the plaintiff could 
not maintain an action against the Company for illegal acts of the Governor 
and Council.?’ And, of course, less prominent Indians suffered torture and 
worse at the slightest sign of disloyalty or the breach of often ill-understood 
regulations. 

On top ofall this was the masterly inactivity of the Government of India 
in the promotion of technical education or industrial enterprise in India. 
Beyond a few token gestures such as giving medals or prizes for some 
pioneering activity with little ultimate result, the government refused to 
spend any money for purposes of promoting modern industry in any way. 
Such a negative attitude on the part of the government, allied with the 
dominance over world trade and shipping by the Europeans, of whom the 
British were the leaders at the time, led to the almost complete exclusion of 
Indians, even in Bombay, from direct access to most of the channels of 
international trade. The only exception was the trade with China, the 
Middle East and the eastern coast of Africa. As we have seen, even in 
coastal shipping Indians suffered from the discriminatory policies of the 
government. 

As a result ofall this, effective control often passed into European hands 
even when Indians held the majority of shares in a company. And if these 
Europeans happened to be located in London the company generally 
looked towards exchange banks rather than the Bank of Bombay for 
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credit. On the other hand, since the Bank of Bombay was entirely officered 
by Europeans and the majority of shares in the bank were held by 
Europeans,”* there was a natural tendency, in normal times, to discriminate 
against Indian borrowers, though not to the same extent as in Calcutta 
and Madras. 

Before we leave this section it should be noted that the very rapid 
growth of the trade of Bombay in the 1850s was already indicative of a 
speculative atmosphere. While the combination of mercantile wealth and 
industrial enterprise led to the establishment of a thriving cotton mill 
industry, it also had its unhealthy aspect. According to a contemporary 
report, with the foundation of the Mercantile Bank in 1853 there remained 
hardly one bank manager who did not come to have ‘interested relations’ 
with brokers of cotton and various other speculative schemes.”° The seeds 
of the speculative mania of the 1860s which led to the collapse of the (old) 
Bank of Bombay were sown in the 1850s. 
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Chapter 15 


‘The foundation of the Bank of Madras 


15.1 Initial move and background 


The replacement of the Government Bank in Madras (founded by Bentinck 
in 1806) by the semi-government Bank of Madras was the purest case of 
the triumph of local oligopolistic interests over those of the general run of 
traders and merchants. The move was not occasioned by any aggressive 
group of new European businessmen thriving on an expanding trade, as in 
Bombay. Nor was it justified by any proven incompetence of the Govern- 
ment Bank. The local agency houses took adv antage of the parallel move 
in Bombay to stake a claim in the new gold mine of government-hacked 
private banking. 

She fact was that the private external trade of Madras had been 
stagnating for almost two decades before 1840. Private imports of 
merchandise had remained practically at the same figure in the 1830s as in 
the 1820s and private exports of merchandise were barely 20 per cent 
higher in the 1830s than in the 1820s.' Even the slight improvement in 
private exports could not be taken as indicative of a net addition to cither 
export trade or retained incomes because the exports of cotton piecegoods 
on Company account from the Madras presidency virtually disappeared 
between the 1820s and the 1830s. In addition, the whole period was 
characterized by a severe depression in the markets for commercial crops 
and goods in the presidency, a depression that was further aggravated by 
famines in the 1830s.” 

‘The Government Bank, far from being the moribund institution it was 
alleged to be, yielded a total net gain of Rs 79,88,469-3-5 between | April 
1806 and 30 April 1842, the net gain in 1841 being Rs 1,80,000 ‘he 
average note circulation of the Government Bank during the period of its 
existence was Rs 23 lakhs.* The bank also charged moderate rates of 
interest, it being very unusual for the rate of interest to be more than 7 per 
cent.> Under a rule passed on 26 May 1835 the Government Bank was 
authorized to grant loans to parties for a period up to 12 months. These 
loans were gencrally renewed on the execution of new bonds.°® This made it 
a more liberal credit agency than either of the Presidency Banks. 

Given this background, the move of the leading European merchants of 
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Madras to set up a semi-government bank on the lines of the Banks of 
Bengal and Bombay must be seen as both an opportunistic and a defensive 
manoeuvre—opportunistic because the merchants wanted to take 
advantage of the wind blowing in favour of private enterprise in the halls of 
Westminster, and defensive because they wanted to forestall some other 
private or semi-private institution (such as the abortive Bank for India) 
setting up business in Madras. The move by the Madras merchants was 
made only after the Bank of Bombay had been definitely launched. 

A. provisional committee for setting up a semi-government bank was 
formed by the European residents in Madras in 1840 and a meeting was 
held at the College Hall in Madras on 18 May 1840, with Sheriff 
J.C. Johnson in the chair.’ J. Ouchterlony was the main speaker. He first 
referred to what he considered to be the decay of private banks in England 
and the rise of joint-stock banks, which were better fitted to serve public 
needs. He then referred to the operations of the Government Bank, which 
had facilitated monctary transactions in the city through its discounts and 
advances to the public. But the Government Bank was rather an inflexible 
Institution and was managed by public servants who had neither the 
training nor the opportunity to become bankers in a proper sense, since 
they were continually shifted from one department of the government to 
another, and were more or less precluded from acquiring any initimate * 
knowledge of the commerce of the place. Acc ording to Ouchterlony, the 
birth of the Bank of Bombay was hailed as a ‘panacea for the losses and 
sufferings entailed by the opium crisis in China’, and already, in mere 
infancy, ‘it had driven stagnation from the commerce of the island and 
replaced it by features of health and animation’. 

Ouchterlony proposed that the new Bank of Madras would not be a 
rival institution to the Government Bank but would replace it on plans 
similar to those adopted for the Banks of Bengal and Bombay. ‘Through 
the presence of official directors the government would still havea guiding 
hand in the conduct of the bank, but it would be a more flexible institution, 

responding better to the demands of private commerce. 

Ouchterlony was confident that the extent of the population of the city, 
‘the considerable external trade of the port, the large amount of its 
monetary transactions in constant operation’, all promised ‘a sure field for 
the working ofan enlarged and popular bank’. In support of this claim he 
also referred to the fact that during the preceding five years the average 
daily circulation of Government Bank notes had been Rs 13,21,957, and 
‘with all its limited advantages to the public, the amount of its annual 
discounts and advances, upon the same average of years [had] been Rs 
57,951,068’. 

Among the concrete proposals adopted in the meeting was one for the 
extension fo the Government Bank upon the principles of the Banks of 
Bengal and Bombay, with a capital of Rs 30,00,000 in shares of Rs 1,000 
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each, and with the government holding 30U or one-tenth of the shares. It 
was also resolved that one per cent of the subscriptions of the intending 
subscribers be set aside for meeting the expenses of obtaining a charter for 
the bank and other promotional expenses, and that no shareholder be 
allowed to subscribe initially to more than 80 shares. 

The provisional committee organized for carrying the project into 
fruition consisted of A.F. Bruce, Lt. Col. Tulloch, C.B., John Wylie M.D., 
A. Maclean, A.F. Arbuthnot, J. Scott, N.B. Acworth, J. Minchin, J. Pugh, 
J. Thomson, Chocapa Chetty, and Venkatachellum Chetty (probably the 
head cash keeper of the Government Bank), with J. Ouchterlony, secretary. 
Although two Indians were members of the provisional committee no 
Indian figured as a director of the Bank of Madras in the period up to 1876, 
and for a long time thereafter. 

A list of subscribers was also announced in this meeting. This list, 
however, differed considerably from the one submitted at the time the 
charter was granted (Annexure 15.1). 


15.2 Approval by the Court of Directors 


It took more than a year for the Court of Directors of the East India 
Company to formally approve the setting up of a bank on the lines 
proposed by the provisional committee for the Bank of Madras. On 4 
‘August 1841 the Court of Directors sent a despatch to the Governor- 
General of India in Council (Financial Department, no. 15 of 1841) 
suggesting only a few modifications to the scheme proposed for the bank.® 
The Court specifically stated that they would not let the consideration of 
any loss to the government caused by the withdrawal of the Government 
Bank to stand in the way of the foundation of the proposed Bank of 
Madras. Also, the Government of Madras would recoup at least part of its 
forgone proftts through shareholding in the new bank. The Court 
emphasized that the government would have considerable direct powers 
over the new bank from the share it would take, through its officers, in the 
management of the bank. An arrangement was also suggested for a smooth 
and gradual retirement of Government Bank notes by paying them into 
the Bank of Madras. 

Keeping in mind, perhaps, the wranglings over the setting up ol the 
Bank of Bombay the Court stated categorically that the incorporating Act 
was to be passed 


in favour of the parties from whom the application [had] been received and of no others 
except in case of the failure of any of them to make good-their subscription. 


Should any such failure occur, the Court was of the opinion that 


the shares thus set at liberty should be offered in the first instance to the remaining 
shareholders (subject to the restriction as to the amount of stock to be contained in the Act) 
and if declined by them, the public at large might be at liberty to take them. 
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The Court opposed, under any circumstances, the disposal of shares by 
auction. The Court directed that the maximum individual shareholding 
be limited to Rs 50,000 and the maximum number of votes ofan individual 
proprietor to four.? 


15.3 The delay in the opening of the Bank of Madras 


On learning from their London agents that the Court of Directors had 
transmitted an authority to the government to grant to the subscribers an 
‘Act of Incorporation, the Committee of the proposed Bank of Madras 
decided to request the Governor in Council to fix in the Act of Incorporation 
| May 1842 as the date of opening of the bank. 

‘They felt that the necessary materials, such as books, notes etc., could 
not be obtained and an accountant could not be appointed before 
January/February 1842. They had obviously learned their lesson from the 
expérience of the promoters of the Bank of Bombay and had instructed 
their London agents not to send out the necessary supply of books, notes, 
etc. or finally engage an accountant until it was definitely known that the 
charter had been granted. Moreover, as the official year ended on 30 April, 
| May seemed to them to be the ideal date for opening the bank.'° 

‘The government did not want to impede the setting up of the bank since 
the community strongly desired such a bank, as shown by the ready 
subscription to its capital. The instruction was, therefore, given to pass a 
legislative act granting to the applicants, together with the Government of 
Madras, the corporate power and privileges necessary to carry on the 
various operations of a bank in a manner in which the Bank of Bombay 
was conducted. The Act was, however, to be passed in favour of only the 
original apphcants. In case one of them failed to subscribe, his shares were 
in the first instance to be offered to the remaining shareholders. If they 
were refused, only then were they to be offered to the general public. In no 
case were they to be disposed of by ‘auction. 

The amount of capital was to be Rs 30 lakhs and the share of the 
government Rs 3 lakhs. ‘The maximum interest of a shareholder was to be 
Rs 50,000 and the maximum vote given to any individual proprietor four. 
(These provisions were all in accordance with the directives of the financial 
despatch of the Court of Directors.) The privilege of granting cash accounts 
on real security or the joint and several bonds of the borrower and two 
sureties was not to be allowed to the Bank of Madras. In almost all other 
respects the Act was to be similar to the ones governing the other Presidency 
Banks. 

There was a move, supported by S. Crawford, the Accountant-General 
of Madras, to reduce the capital of the bank from Rs 30 to 20 lakhs, as 
Rs 20 lakhs was deemed to be sufficient for the wants of the presidency.'' 
The Governor-General in Council considered the reduction unwise, since 
Rs 46 lakhs had already been subscribed by way of Rs 1,000 shares and 
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since the Court of Directors had authorized the larger capital. Nevertheless, 
he forwarded the request to the Court of Directors after the Government of 
Fort St. George recommended it, and wanted the enactment of a law for 
incorporation to be postponed until a reply had been received from the 
Court.'? The request for the reduction of capital was turned down by the 
Court because the corporate privileges applied for could not, in its opinion, 
be conceded without the security of'a capital of Rs 30 lakhs."* 

By April 1842 tie provisional committee had shifted the proposed date 
of the opening of the bank from 1 May 1842 to | January 1843. This was 
probably due to the request made to the Court of Directors for a reduction 
of the capital.'* By September 1842 it was felt that the date of opening had 
to be further postponed as no reply had been received from the Court." 

The Accountant-General submitted the following arrangement for the 
closing of the Government Bank simultaneously with the opening of the 
new bank: 

(1) The Government Bank notes which would be in circulation or. 
outstanding on the date of the closure were to be discharged by the new 
bank-and the value refunded from the General Treasury. 

(2) ‘To prevent inconveniences the usual discounting of notes and bills 
and advances on loan and cash accounts were to be continued up to the 
opening of the Madras Bank on | January 1843. 

(3) Parties having cash accounts with the Government Bank were to be 
called upon to close them on or before 31 December 1842 and in the event 
of their not doing so their accounts were to be transferred to the new bank. 

(4) On the date of the closing of the Government Bank a statement was 
to be furnished by it to the new bank showing the names of the parties by 
whom balances were due on loan account, the amounts of the balances 
and when each of them would fall due, together with the descripuon of the 
government securities lodged by them. 

(5) A list of depositors of government securities and other property 
which were unclaimed had to be published and the deposits transferred to 
the General Treasury to be dealt with as the government thought fit. 

(6) The ‘Public Accounts’ in the Government Bank were to be treated 
as ‘Private Accounts’ and the officers concerned were to be asked to close 
the accounts before 31 December 1842; in case they failed to do so the 
amount unclaimed was to be transferred to the General Treasury. 

(7) The balance of the several government lotteries which would remain 
open on 31 December 1842 were to be transferred to the new bank. 

(8) The balance in favour of the ‘Profits of Government lotteries’ in the 
accounts of the Government Bank was to be at once transferred to the 
General Treasury on 31 December 1842. 

(9) The recovery of sums due on overdue bills and bonds was to rest 
with the sub-treasurer. 

(10) The balance of cash and bank notes which would remain in the 
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Government Bank on the cessation of its business was to be transferred to 
the General Treasury.'® 

The provisional committee welcomed the arrangements proposed by 
the Accountant-General but stated that they should come into operation 
at the time the new bank actually opened and not on | January 1843."” 

‘The superintendent and treasurer of the Government Bank wanted the 
government to help the employees of the old bank in their hour of need. He 
attached a list of employees on the office establishment of the bank, whjch 
is reproduced in Annexure 15.2. He thought that the residual establish- 
ment, with a total strength of seventeen and a salary bill of Rs 866-0-0 
(including Rs 300 as the salary of actuary and accountant whose post is 
not mentioned in the list reproduced in the Annexure), would be needed 
for winding up the affairs of the bank. Besides, the services of C. Sharlieb, 
the head clerk, and C. Veerasawmy, the assistant Mouchy and voucher 
keeper, would also be needed for these operations. The superintendent felt 
that the employees had a big hand in the profits of the Government Bank 
which had amounted to more than Rs 79,88,000 during the period from | 
February 1806 to 30 April 1842. That is, the government had derived an 
average profit of upwards of Rs 2 lakhs per annum from the bank.'® We 
shall presently see what happened to the employees of the Government 
Bank when it was wound up. 

The provisional committee learned in November 1842 that the Court of 
Directors had rejected their proposal of reducing the capital from Rs 30 to 
20 lakhs (minutes of consultation of Government of Fort St. George in the 
Financial Deptt. no. 439, dated 28 November 1842). This delayed the 
proposed date of opening of the Bank from | January 1843 to | June 1843. 

On learning that the capital could not be reduced the provisional 
committee sent a two-part list of subscribers for publication with the Draft 
Act—an original and a supplemental list. In the meeting at which the 
proposal for the bank was adopted it had been resolved that there would 
be an original share list which should be filled to the extent of Rs 27 lakhs 
and a supplemental list for applications received beyond that amount. 
Parties from this list would be entitled to get shares, according to the 
priority of application, if any shares in the original list were forfeited or if 
the government took less than Rs 3 lakhs worth of shares. The provisional 
committee wanted the Draft Act to ensure that subscribers to the original 
list paid up their subscriptions on or before 1 May 1843 and those in the 
supplemental list who became entitled to shares paid their subscriptions 
by 20 May 1843; and, finally, those who became entitled to any shares that 
were disposed of by the General Meeting of proprietors had to pay for 
them by | June 1843.'° 

On 23 March !843 a notice was issued which stated that the Government 
Bank would close simultaneously with the opening of the Bank of Madras 
on | June 1843.7° 
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On 31 March 1843 A.I. Cherry, superintendent and treasurer of the 
Government Bank, informed J.F. Thomas, acting Chief Secretary to 
Government, Fert St. George that the provisional committee for the new 
bank was negotiating with C. Varadarajloo Naidoo, the head bookkeeper 
of the Government Bank, for obtaining his services, and that Naidoo was 
willing provided he would not thereby forfeit the claim to a pension which 
he had already established by having served the government for over 
twenty years. 

Cherry hoped that Naidoo’s prayer would be favourably considered for, 


on the sudden abolition of an office like the Government Bank, the greater part of the 
establishment [could] only look for employment by the institution which [took] its place. 


The government replied that the Court of Directors’ orders did not permit 
the grant of any application for a pension on behalf of an individual after 
he had finally quit the government service. 

The provisional committee recommended to the directors that the 
following persons continue in the new bank: 

In the cash department: 

A. Vencatachellum Chetty—head cash keeper 

U. Vencatalengan Chetty—head shroff 

V. Govinda Chetty—shroff 

V. Shashia Braminy—shroff 

C. Singanah Chetty—shroff 

B. Ramasawmy Naik—shroff 

S. Chedumbrum Chetty—shroff 

6 gollas 

In the general office: 

2 bill collectors - 

C. Vardarajloo Naidoo—head bookkeeper 

H. Buchan—bookkeeper 

P. Balakistnah—accountant 

C. Runganailoo Naidoo—assistant bookkeeper 

and 

J.M. Coxe—clerk 

A comparison of the full list of employees of the Government Bank 
(Annexure 15.2) with the list of persons the provisional committee was 
willing to employ in the new bank and the number to be retained in the 
residual establishment of the Government Bank shows that out of 52 
persons on the staff of the Government Bank (barring presumably the 
superior European officers, such as the actuary and accountant, etc.) 18 
were offered to be retained, at least temporarily, by the Treasury and 20 
were offered employment by the new bank, so that 14 persons lost their 
jobs at once. (C. Varadarajloo Naidoo’s name appears on the list of the 
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provisional committee, so presumably he was willing to forego his pension 
and join the Bank of Madras.) 

The provisional committee suggested that the sub-treasurer should be 
instructed to give the committee the names of the persons who had paid up 
their subscriptions up to 1 May 1843 by the next day, so that the committee 
knew the number of shares to be divided among those on the supplemental 
list. Further, it wanted the sub-treasurer to accept subscriptions from the 
subscribers in the supplemental list till 20 May. If the required amount 
was subscribed by 20 May, then the Act would take effect on 1 June, but 
before that day the schedule of proprietors would have to be published 
under section 2 by the authority of the Governor in Council in the Fort St. 
George Gazette and would have to be transmitted to the Supreme Government 
for publication in the Calcutta Gazette. Under section 14 of the Act a 
General Meeting of the proprietors would also have to be convened, under 
the authority of the Governor in Council, by notification in the official 
gazette, to elect six directors.?! 

The government nominated the following three directors: 

Major General G. Waugh—the Military Auditor-General. 

John Orr, Esq.—the Accountant-General. 

John C. Morris, Esq.—the Civil Auditor.?* 

‘The Governor in Council issued an order notifying that on 27 May 1843 
a General Meeting of the proprietors of the bank would be held to elect six 
proprietory directors.”* By 1 May, 2203 shares, equivalent to Rs 22,03,000, 
were subscribed to; together with the government’s share this amounted 
to Rs 25,03,000.7* The bulk of the subscription was received between 27 
April and | May in Government Bank notes. ‘The amount subscribed by 1 
May was made up as follows:* 


Transferred from funds in the General 


Treasury from Government Agency 26,000 
Transferred by a biil from 

Hyderabad on the Madras Treasury 1,980 
In bank notes 21,59,705 
In Company’s Rs 15,315 


Co. Rs 22,03,000 


The Governor in Council subsequently appointed Lt. Col. Alexander as 
director during the absence of J. Orr and A.F. Bruce as director in place of 
Major General Waugh, who was relieved from duty at his own request.”° 
A list of subscribers who paid into the General Treasury on account of 
the Bank of Madras available in government records.?’ As required by 
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secuion IT of the Draft Act the whole of the shares amounting to Rs 30 
lakhs was paid by 20 May.”8 

Till the very last stage, viz. 25 May 1843, however, word had not 
reached Madras that the Act had been passed, so that there was some 
difficulty in publishing the schedule of proprietors and the notification of 
General Meeting of the proprietors in the government gazette.”” It was 
notified that if the new bank did not open by | June 1843 the Government 
Bank would be kept open till the new bank actually commenced operations.*° 

On 14 June 1843 the Government of Madras was informed that the Act 
was on the point of being passed and that 


there would have been no delay had the Legislative Department been made acquainted on 
an earlier date with the concurrence of the Madras Government in the proposed measure.*! 


A notice was finally inserted in the official gazette that the Government 
Bank would cease business after 30 June and that prize tickets of the 72nd 
Government Lottery, payable on the 29th, would be discharged at the 
General Treasury.*? 

On. 14 June 1843 J.F. Thomas, the officiating Chief Secretary to the 
Government of Madras, was requested by the President in Council to lay 
before the Governor in Council the printed copy of Act No. 9 of 1843 for 
the incorporation of the bank of Madras.** | 

It was resolved that the schedule of proprietors of the proposed Bank of 
Madras, together with the notice referred to in the Extract from Minutes 
of Consultation dated 25 April and the notification for the opening of the 
bank on | July 1843, be published on | July 1843.** 

‘At a meeting of the board.of directors of the Bank of Madras held on 28 

June it was resolved: 


l. That the salary of the secretary and treasurer to the bank be 800 rupees per month. 

2. That S.D. Birch be appointed secretary and treasurer of the bank. 

3. That the circumstance of the secretary and treasurer receiving his salary from the 
Government was not to affect his position as the exclusive officer of the bank. 

4. That Messrs. Dale and Boyson be appointed solicitors to the bank. 

5. That the President be requested to communicate to the Government that the Government 
has to notify on | July in the official Gazette that the Bank of Madras was being 
incorporated as provided by the Act and that from the date of notification, would be 
open for al] transactions as authorised by the Act, before the bank opened. 

6. That the secretary and treasurer be appointed and authonsed to sign promissory notes 
on behalf of the Bank of Madras. 

7. That an application be made to Government for a military guard for the protection of 
the bank.** 


The directors were informed by the government that it had issued a 
directive on 24 June that a notice relative to the opening of the Bank of 
Madras be published on | July. The government also consented to the 
posting of a government guard at the bank, but kept the option of with- 
drawing it at any time. 
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The Act (Act IX ot 1843) for incorporating the Bank of Madras was 
closely modelled on the Acts of 1839 and 1840 for incorporating the Banks 
of Bengal and Bombay. The major differences arose from the relative 
smallness of the capital stock of the Bank of Madras and the need to lay 
down an explicit procedure for the winding up of the Government Bank. 
The limits on shareholdings and votes were as had already been laid down 
by the Court of Directors. Establishment expenses were not to excecd 
Rs 50,000 without previous authority from the General Meeting of the 
proprietors. The limit on the total value of note circulation was put at Rs | 
crore—a limit that proved wildly optimistic. The usual limit of one-fourth 
was put on the ratio between cash reserves and liabilities. The government 
owned Rs 3 lakhs of the equity and appointed three of the directors. 

S.D. Birch, who had been cashier of the Government Bank, put himself 
forward as a candidate for the post of secretary and treasurer of the Bank of 
Madras, mainly on the strength of his knowledge of the Treasury business 
and his connections with the mercantile community, though he was not a 
part of it.°° He obtained the appointment on a salary of Rs 1,600, of which 
Rs 800 was paid by the government. But he retained it only briefly (from 
the opening of the bank until about January 1845). It was during his 
tenure that the so-called specie crisis of 1844, resulting from the 
mismanagement of the investments of the bank, occurred. 
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. Tamil Nadu Archives, Financial Department Consultations dated 9 May 1843, letter 


dated 6 May 1843, from A.I. Cherry to the Acting Chief Secretary to Government, Fort 
St. George. 


. Tamil .Nadu Archives, Financial Department Consultations dated 23 May 1843, 


resolution no. 15. 


. Tamil Nadu Archives, Financial Department Consultations dated 2-27 June 1843, 


letter dated 20 May 1843 from A.I. Cherry to G.D. Drury, Chief Secretary to 
Government. 


. Tamil Nadu Archives, Financial Department Consultations dated 2-27 June 1843, 


letter dated 25 May 1843, from the Secretary to Government, Fort St. George, to the 
Secretary, Government of India. 


. Tamil Nadu Archives, Financial Department Consultations dated 2-27 June 1843, 


letter dated 25 May 1843, from the Advocate-General to the Secretary to Government. 


. Tamil Nadu Archives, Financial Department Consultations dated 2-27 June 1843, 


letter dated 26 May 1843, from A.I. Cherry to J.F. Thomas, Secretary to Government, 
Fort St. George. 


. Tamil Nadu Archives, Financial Department Consultations dated 27 June 1843, letter 


dated 14 June 1843, from J. Dorin, Secretary to Government of India, to J.F. Thomas, 
Secretary to the Government of Fort St. George. 


. Tamil Nadu Archives, Financial Department Consultations dated 27 June 1843, 


Board’s resolution no. 347. 


. Tamil Nadu Archives, Financial Department Consultations dated 27 June 1843, letter 


dated 14 June 1843, from T.R. Davidson, Officiating Chief Secretary to Government of 
India, to J.F. Thomas, Officiating Chief Secretary to the Government at Fort St. 
George. 


. Tamil Nadu Archives, Financial Department Consultations dated 27 June 1843, 


resolution no. 34. 

Tarnil Nadu Archives, Financial Department Consultations dated 11 July 1843, no. 
356, letter dated 29 June 1843 from J.C. Morris, president of the Bank of Madras, to 
J.F. Thomas, Secretary to Government. 

Tamil Nadu Archives, Financial Department Consultations, serial no. 108, 21 March- 
25 April 1843, letter dated March 1843 from S.D. Birch to J.F. Thomas, Acting Chief 
Secretary to Government. Birch believed that the vustensible connection of the 
government with the new institution was meant for overcoming the opposition of ‘the 
greater part of the natives and some of the other more wealthy parties connected with 
the trade of Madras’ to the new institution. He thought that ‘by placing at the head of 
the office a covenanted servant of the Government, one practically conversant with the 
wanits and means of the mercantile community with whom they [had] been for the last 
five years transacting business, and yet one wholly unconnected with the trade of the 
place, the interest not only of the Government but of the whole body of shareholders 
[would] be greatly enhanced’..Birch’s ability to equate the pursuit of his own self- 
interest with the interest of the public would stand him in good stead and land two 
major institutions which he served—the Banks of Madras and Bombay—in dire 
trouble. 


Annexure 15.1] 


List of subscriptions paid into the General Treasury on account of the Bank of 
Madras by 20 May 1843 


Names No. of shares 
@ Rs 1,000 each 
Captain George Leacock, 5Ist Regt. NI. 6 
Alexander Inglis Cherry, Esq. 12 
Captain John James McMurdo, 45th Regt. N.I. 2 
John Claudius Starkenburgh ] 
Lieut. Col. Alexander Tulloch C.B. 25 
The Rev. George William Mahon 4 
Captain John Thomas Smith, Engineers 5 
Greorge Bird, Esq. | 8 
Francis Rencoutre + 
Alexander Maclean, Esq. 15 
Montague Robert ‘Taynton, Esq. I 
Surgeon Thomas O'Neill 10 
Surgeon Ramsay Sladen 20 
Henry V. Conolly, Esq. 5 
Edward Vincent 2 
Theodore Rencoutre 2 
Malcolm Lewin, Esq. 30 
James Minchin, Esq. 20 
Major Frederick Minchin, 47 Regt. NI. 20 
Andrew Seth Sam, Esq. 10 
R.P. Wheeler 5 
Lieut. Col. Robert Alexander a) 
James Witham Burnside 2 
Peter Carstain 3 
George Gilbert Richardson 2 
Joseph Browning Pharoah 2 
Charles Kennet 1 
Thomas Parker Walker 12 
Peter John Philipsz, Esq. . 12 
Licut. Gol. Geo. Sandys, 3rd Regt. Lt. Cy. 20 
Ruthnal Veerasawmy Naidoo 4 
Colla \“encatachellum Chitty 12 
James Lacey Dighton 20 


Lieut. Col. Fredrick Larkins Doveton, 5th Regt. Lt. Cy. 10 
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Major General Robert Brice Fearon, C.B. 6 
Robert Grant, Esq. 30 
John Horsley, Esq. 5 
Major John Ward, 39th Regt. N.I. 2 
Major James Fitz Gerald, 42 Regt. N.I. 3 
Lieut. Col. William Taylor, 39th Regt. N.I. 10 


Major General William Martin Burton, Artillery 
William Anderson 

Miss Charlotte Eliza Anne Gardner 

Miss Martha Mary Louisa Gardner 

Lieut. Col. John James Underwood, Engineers 
Captain Wilham Henry Simpson, 36th Regt. N.I. 
John Wylie, Esq. M.D. 

Major Archibald Woodburn, 40th Regt. N.I. 
Lieut. Col. Janes Perry, 3lst Regt. L.1. 

Henry Valentine Conolly, Esq. 

Captain Stafford Vardon, Engineers 

Surgeon John Trebeck Conran 

Captain Augustus De Butts, Engineers 
Conatoor Chellapah Vencatachellum Moodelly 
Lieut. Col. William Cullen 

Varadarajooloo Naicker 


= 


—) 
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Richard Taylor l 
Benjamin Cardozo 

Chocapah Chitty 

Nathaniel Brindley Acworth, Esq. ~ 50 
G;.P. ‘Thompson, Esq. 35 
Wilham Johnson 10 
Robert Stevenson 5 
Captain James Liddell R.N. 10 
Mathew Dunhill 4 
Colin C. Dunhill 4 
Mark Dunhill 4 
John Carnac Mornis, Esq. 50 
Captain Herbert William Wood, 4th Regt. N.I. 10 
Lieut. Col. Westrop Walkins, 36th Regt. N.I. 10 
Nathaniel William Kindersley, Esq. 10 
Lieut. Col. Scudamore Winde Steel 20 
The Venerable Henry Harper A.M. Archdeacon ) 
John Goldingham, Esq. | 20 
Captain Peter Thomas Cherry, Ist Regt. L.I. 5 
The Rev. Geo. William Mahon 16 
Water Elhot, Esq. 40 
Archibald Francis Arbuthnot, Esq. 12 
Wiiliam McTaggart, Esq. 12 
Alexander Mackenzie, Esq. 12 
Alexander Fairlie Bruce, Esq. 20 


Captain Walter William Ross, 17th Regt. N.I. 15 
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Annexure 15.1! continued 


Names 


Robert Dean Parker, Esq. 

Sir Henry C. Montgomery, Baronet 
Major General Francis Whish Wilson 
Henry Martin Blair, Esq. 

Assistant Surgeon James Eaton, M.D. 
Patrick Grant, Esq. 

Major John Wynch, Artillery 

George James Casamajor, Esq. 


Captain James Palmer Woodward, 9th Regt. N.I. 


Surgeon Archibald Shanks, M.D. 

Frederick Mortimer Lewin, Esq. 

Surgeon Cornelius Desormeax 

Captain James Victor Hughes, 39th Regt. N.I. 
Mrs. Gertrude E. Williams 

Captain C.1. Westley, Bombay Army 
Edward Penken Thompson, Esq. 

Thomas William Nailer 

Captain Alexander Sherreffs, 21st Regt. N.I. 
Claud Currie, Esq. 

Captain Francis Gesley, H.H. Nizam’s Army 
Edward Samuel Atkinson, Esq. 

Henry James Gardner 

Surgeon George Harding 

Noothalapaty Bashacarloo Naick 

John Line, Esq. 

James Thompson, Esq. 

Andrew Seth Sam, Esq. 

Robert Tranch 


Doctor Alexander Smith of the Bengal Establishment 


George Gilbert Richardson 

John De Vaz 

William Wheeler 

Assistant Surgeon William Roose 
Captain Richard Budd, 32nd Regt. N.1 
Major Alexander Lawe, Engineers 
The Reverend M. Bowie 

Major General John Ogilvie 
Donald Mackenzie, Esq. 

Joseph Bainbridge, Esq. 

William Scott Binny, Esq. 

John Binny Key, Esq. 

Claud Currie, Esq. 

Surgeon James Smith 
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Major ee Campbell Coffin, 12th Regt. N.I. 
Reverend M. Bowie 

Edward Samuel Atkinson, Esq. 

Gertrude Elizabeth Williams 

Captain Thomas Larkins 

Captain John Henry Bowden Congdon, 2nd Regt. N.I. 
William Done Davis, Esq. 

Robert Baikie, Esq. M.D. 

Lieut. Col. George Hutchinson, 24th Regt. N.I. 
John Pugh, Esq. 

Joseph Goolden, Esq. 

John Utlay Ellis, Esq. 

David Pugh, Esq. 

Joseph Pugh, Esq. 

E. Brennen, Esq. 

Hew Drummond Elphinstone Dalrymple, Esq. 
William Haylett, Esq. 

Michael McDowell 

James Ouchterlony, Esq. 

Lieut. Col. John Ouchterlony, Engineers 
Lieut. Col. John Hill Winbolt, 2nd Regt. N.I. 
William Johnson 

William Liddell, Esq. 

Veterinary Surgeon John Frederick Jennings 
Varden Seth Sam, Esq. 

Coopala Ramanjaloo Naidoo 

Leander Miller 

Wiliam Miller 

Brigadier James Wahab C.B. 

Stewart Forbes 

Wheeler Hood George Mason, Esq. 

Mrs. Hosanna Arathoon Kerakoose 

John Kickwick 

Lieut. Col. Peter Edmonstone Craigie, H.M. 55th Regt. 
Nicholas Barambeg, Esq. 

William Elphinstone Underwood, Esq. 
William Wheeler 

The Right Honourable John Lord Elphinston 
A. Vencatachellum Chitty 

James Webster, Esq. 

Robert Orr Campbell, Esq. 

Gurderdoss Govindoss 

Jevaram Davy 

Narraindoss Gopaul Doss 

Thomas Arthur Chamier 

Felix Phillips 

John Dent, Esq. 

Griderdoss Vallabadoss 
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Annexure 15.1 continued 


Names No. of shares 
@ Rs 1,000 each 

Lieut. Col. Geo. E. Jones, H.M. 57th Regt. 30 
Assistant Surgeon Janes Supple 10 
William Anderson, Esq. 4 
John Scott, Esq. 5 
Wilham Scott 5 
Peter Bell, Esq. 5 
Andrew Robertson, Esq. 20 
Thomas Arthur Chamier 6 
The Reverend M. Bowie l 
Doctor Kenneth Macaulay 15 
C. Colenda Moodelly l 
Lieut. Col. Wiliam Cullen 10 
Captain John Charles Howes, Ist M.E. Regt. 12 
George Monro Aiskell Storey ] 
Captain John Henry Cramer, 2nd M.F. Regt. 1.1. 5 
Captain George Logan, 41st Regt. N.I. 5 
Thomas Turner 7 
Surgeon Thomas Moore Lane 12 
Andrew Barrie 10 
Henry Kennet 5 
Thomas Turner 3 
Robert Clerk, Esq. 15 
Thomas William Nailer 2 
The Honourable John Sullivan, Esq. | 40 
The Governor in Council of Fort St. George for the 

time being on behalf of the East India Company 300 

Supplemental List 

John Blackburne 12 
Lieut. Col. Peter Whannel, Ist N.I. 7 
Henry Babington, Esq. 6 
T. Aroomogah Moodelly l 
A. Ganapathy Moodelly l 
Mrs. Mary Catherine Vonstreng 6 
Thomas Allsop, Esq. 5 
Addungy Vurdapah Chitty 1 
Chocapah Chitty 8 
Patrick Grant, Esq. 20 
Norman Morison, Esq. 10 
Major William Hyslop, 3rd Regt. Light Cavalry 2 
Doctor James Bird, Bombay 5 
Geo. Norton, Esq., Bombay 10 
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Captain Hugh Montgomery 5 
Major William Hyslop, 3rd Regt. L.C. 6 
Captain William Beaumont, 23rd Regt. L.I. 4 
Major William Sadlier, H.M. 4th Regt. 5 
Captain James Burn, Paymaster, H.M. 4th Regt. 5 
Lieut. Col. Charles George Alves, 49th Regt. N.1. 3 
Captain Charles Francis Le Hardy, 14th Regt. N.1. 10 
William A. Neave, Esq. 10 
Edward Penton Thompson, Esq. 3 
Major General John Woulfe 30 
Thomas Moore Lane, Esq. 8 
W.R. Morris, Esq., Bombay Civil Service 15 
Jules Amalric, Esq. 20 
David Boyd, Esq. 10 
Captain Augustus De Butts, Engineer 2 
Major Geo. Hutton, 22nd Regt. N.I. 10 
Major Hy. Cunningham, 4th Light Cavalry 20 
William Simson, Esq., Bombay Civil Service 50 


John Blackburne, Esq. l 
Vencata Rungia Naidoo l 
S. Rungasawmy Iyengar, Trichinopoly 2 
Lieut. Col. Peter Whannel, Ist N.I. 2 
Thomas D. Lushington, Esq. 5 
Captain Geo. Leacock, 51st Regt. N.1. 6 


Lieut. Col. Duncan Sim, Engineers 20 
Major John Wynch of the Artillery 15 
Bisram Sing Soucar . 2 
Dadabhoy & Munjerjee Hoonamjee Kanah 10 
John Tawse, Esq. 2 
Mrs. Harriet Lydia Newlyn 3 
C.M. Teed, Esq. 5 
Addingy Vurdapah Chitty ] 
Thomas Robert Richmond, Esq. 15 
Jeejeebhoy Dadabhoy 10 
Manekjee Nasserwanjee 10 
Brinsley Nicholson, Esq. 2 
Clement Dale, Esq. 10 
John Dent 40 
William Dent, Bengal Civil Service __ 10 
Major James Fitzgerald 2 
Alexander Maclean, Esq. | 6 
George Arbuthnot, Esq. 4 
James Ainslie, Esq. 4 
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Annexure 15.2 
Office establishment of the Government come Madras et 6 October 1042) 


- 
Cash Department #3 
| eA atetenes espe 
Designation Name Salary per month 
; Rs ap 
Head cashkeeper A. Venkatachellum Chitty = 0- 0-0 
Deputy cashkeeper C. Jalesingum Chitty we 
Head shroff M. Vencatalingum 35- 0-0 
Shroffs S. Chidamburum 28- 0-0 
S.A. Appasawmy 28- 0-0 
T. Cundasawmy 28-— 0-0 
A. Pyah Chitty 28 0-0) 
V. Sashiah 28— 0-0 
T. Ramasawmy 28- 0-0 
B. Ramasawmy 28- 0-0 
A. Govindoo Chitty 28- 0-0 
Bill collector M. Sonachellum 17- 8-0 
Bill collector P. Condaloo 17— 8-0 
Head Golla Malliah 10- 80 
6 Gollas @ Rs 8-12a-Op 52- 8) 
Bookkeeper’s Deparment 
Designation Name Salary 
Rs a p 
Bookkeeper C. Varadarajloo Naidoo 222-8-0 
Clerk P.O. Robertson 105-0-0 
Deputy bookkeeper H. Buchan 100-0-0 
Clerk C. Corner 80-0-0 
Assistant bookkeeper C. Runganaioloo Naidoo 42-00 
Accountant P. Balakistnah 42-0-0 
Accountant W.L. Johnston 420-0 
Interest calculator M. Soobarayoloo Chitty 28-0-0 
Clerk J.N. Coxe 16-0-0 
Clerk P.V. Ragaooloo 16-0-0 
Clerk T. Venkatachellum 16-0-0 
Ragoopathy 14~0-0 


Mouchy 
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Correspondence Department 
SS Sey etsy > eyes egenibesnesienunsenssnnvyunsnresisne 
Designation Name Salary 
Rs ap 

Head clerk C. Sharlieb 150-0-0 
“lerk J. Fletcher (in charge of the 

Bond Department) 100-0-0 
lerk C. Nagojee Rao 42-0-0 
“Jerk W.C. Rungiah 16-0-0 
Assistant Mouchy & 

Voucher keeper C. Veerasawmy 10-8-0 
Head peon Curry Kistnah 10-80 
Peons Rutnanjee 7-0-0 

Narrainsawmy 1-0-0 
Ramjee 7-0-0 
Soobiah 7-0-0 
Shaik Ebraim 7-0-0 
Kistnapah 7-0-0 
Audynarrain 7-0-0 
Sheik Ismail 7-0-0 
Mooneyapah 7-0-0 
P. Audynarrain 7-0-0 
Vencatasawmy 7-0-0 
Sweeper Tybee 3-8-0 
Ponen 3-8-0 
Waterman Venacateson 3-8-0 


1 ,812-0-0 


Chapter 16 


Early days of the Bank of Madras: 


Staggering from crisis to crisis 


16.1 The difficulty of managing the new bank 


The Bank of Madras proved to be a difficult institution to manage. The 
trade of the city was extremely seasonal—there being little activity from 
August to November, and a bunching of activities in the other eight 
months. The trade was also subject to extreme year-to-year variations. In 
either of these respects it was not perhaps worse off than the Bank of 
Bengal. However, just at the time Madras was going through a much more 
severe depression than Bengal and there was a much greater drain of 
Specie as a proportion of the total trade from Madras than Calcutta. 

Apart from these problems caused by the nature of the trade, there were 
complications arising from the extreme fewness of large European 
merchants in Madras. Although the charter provided for six proprietory 
and three government directors it was found practically impossible to fill 
up the quota of proprietory directors from among purely mercantile men. 
In the 1840s it was usual to have two or even three servants of the 
Company (generally doctors, engineers or military men) as proprietory 
directors of the bank. The few mercantile directors on the board generally 
came from the same firms (such as Binny & Co., Arbuthnot & Co., Lecot 
& Co., and so on) year after year. It was difficult, if not impossible, for 
them not to use the Bank of Madras for their own narrow self-interest. 

Paradoxically enough, this close control of the mercantile direction by a 
few firms also prevented all profitable and admissible business from 
coming to the bank. Businessmen were afraid that their competitors in the 
bank direction would learn their secrets. Since a large part of the trade 
conducted by Europeans consisted of undifferentiated commodities 
exported and imported as speculation, where a small difference in costs 
and freights often conferred a large competitive edge, the secretivencss of 
businessmen is understandable. Some agency houses also speculated in 
government securities. [t was for speculation in Company’s paper that 
Binny & Co. was once allowed to borrow a third of the loanable capital of 
the Bank—ai: act of favouritism that nearly cost the bank its charter. 
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The Bank of Madras was often compared unfavourably with its pre- 
decessor, the Government Bank. The latter had almost unlimited resources 
since it had the whole government Treasury at its back, and was not 
hamstrung by the requirement of confining its note issue and other liabilities 
(including deposits from the public) to four times the specie in its coffers. 
The Government Bank, with its more flexible resources and rules of 
lending, could also deal more even-handedly with all borrowers. It was 
unrealistic on the part of the government and the dominant agency houses 
to expect that the Bank of Madras, with its narrow capital base and rigid 
rules of business, could satisfy the demands of a wildly fluctuating 
commerce and at the same time escape the charge of unfair discrimination. 

The government directors of the bank had, from the very beginning, an 
unenviable task. Most of them had their hands full with their official 
business in connection with their substantive appointments. They were 
expected to supervise the operations of the bank although, generally, they 
had neither the time nor the knowledge required to keep a check on the 
monopolizing tendencies of their mercantile colleagues. They had little 
thanks to expect if they performed their functions well. On the other hand, 
they were repeatedly censured by the Madras Government, the Supreme 
Government in Calcutta and the Court of Directors as they almost 
helplessly watched the bank getting out of rule time and again. Many 
government appointees on the direction excused themselves and refused 
the appointment or resigned it as soon as they could. When the government 
threatened to withdraw the bank charter in 1852 elected mercantile 
directors also refused, for a time, to serve on the direction. It is not 
surprising that the question of remunerating the directors for attending 
board meetings should have come up in Madras earlier than in Calcutta or 
Bombay and that the Government of Madras should have been the first 
government to allow its appointees on the direction of the Presidency Bank 
to receive fees in the same way as other directors. 

The Bank of Madras was also not particularly lucky in its secretaries 
during these years. The first secretary, 5.D. Birch, was pompous and 
self-righteous rather than efficient. He was appointed secretary on 28 June 
1843 and resigned on 31 January 1845 and reverted back to the civil 
service. J. Heyman was appointed as the secretary on 4 February 1845 and 
died on 19 August 1845. J.S. Spence, the accountant of the bank, was 
acting secretary from !9 August to 5 November 1845. After this rapid 
turnover of secretaries Robert Hunter of Calcutta was selected by the 
directors on 5 November 1845 to fill the post. Hunter was a bill broker, and 
was formerly a partner of Hunter Macgregor & Co., a bankrupt firm. He 
was ‘well connected, and came very powerfully recommended, which 
decided the votes in his favour’.' Thus, Hunter belonged to the tradition of 
Colonel James Young, G.J. Gordon, J.C. Stewart, Thomas Bracken and 
Charles Hogg—former partners of bankrupt firms who became secretaries 
of joint-stock banks. As far as one can make out, Hunter did nothing to 
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thwart his backers and followed the mercantile directors passively in their 
wayward direction of the bank. 


16.2 The specie crisis of 1844-46 


The Bank of Madras opened for business on | July 1843. There was 
some technical violation of the provisions of the Act of 1843 as regards the 
payment of shares in cash, because most of the shares were paid for not in 
specie but in notes of the Government Bank,” as shown below (figures in 


Rs): 


Funds transferred from the Government Agency 32,000 
Hyderabad bill by transfer 1,980 
Government Bank notes 25,34,080 
In specie 1,31,940 
Shares of the East India Company 3,00,000 

30,00,000 


By | January 1844 the Bank of Madras appeared to be a stolid rather’ 
than a lusty baby, as is evident from Statement 16.1. 


Statement 16.1 
Balance of the Bank of Madras | January 1843 (figures in Rs) 


Creditor Debtor 
Specie in hand 32,30,712 Bank notes outstanding 13,73,000 
Government bills due 20,795 Post bills outstanding 20,404 
Discounts 7,53,746 Accounts current 27,594,347 
Government securities 21,12,950 
Accounts current 
(i.e. cash credits) 8,13,979 
Loans 1,21,830 
70,54,012 41,47,751 


SOURCE Tamil Nadu Archives, Financial Department Consultations, Fort St. George, 24 December 
1844, no. 22, minute dated 7 December 1844, by the Governor, Lord Tweeddale. 


As the figures of Statement 16.1 show, the bank had already locked up a 
large amount of its resources in government securities in a city where there 
was no ready market for them. 

Immediately after this, the bank invested‘a further 9 lakh of rupees in 
government securities,’ thus leaving at the end of January Rs 21 lakhs in 
specie and holding Rs 26.5 lakhs in government securities. In March the 
Specie reserve was further reduced to Rs 14,74,442. In the succeeding 
months there was an increasing demand for credit with a gradual 
diminution of the specie reserve. But the bank did not take any effective 
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steps for replenishing its coffers, and the drain on its specie was allowed to 
go on unchecked until the affairs of the bank stood as shown in Statement 


16.2. 


Statement 16.2 
Balance of the Bank of Madras 3] August 1844 (figures in Rs) 


Creditor Debtor 
Specie in hand 6,85,544 Outstanding notes and 
post bills 21,00,699 
Government bills due 3,890 Accounts current 15,75,614 
Government securities 27,88, 126 
Discounts and loans 31,68,851 
66,46,41 1 36, 76,313 


On 14 September 1844 the specie was reduced to the sum of Rs 4,08,099, 
or more than Rs 4.5 lakhs below the minimum required by the charter. 
The note circulation at that time was Rs 21,49,720. 

While the specie in the coffers of the bank was declining bank notes were 
accumulating in the General Treasury of the goverment. At one time (for 
the weck ending 29 June 1844) Rs 16 lakhs worth of notes were held by the 
General Treasury. When the government became aware of this state of 
affairs it agreed, in order to save the bank from immediate distress, to the 
proposition of the Accountant-General to reduce the amount of notes in 
the Treasury only gradually. ‘The value of the latter declined to Rs 6,34,700 
on 23 August 1844.4 

Two applications for government aid in cash were made by the Bank of 
Madras when the specie crisis seemed about to overwhelm it—one for the 
immediate payment of bills to the extent of Rs 4,39,090 drawn on the 
government but not yet due and the other for Rs 5 lakhs in cash—both at 4 
per cent interest and the latter secured by a deposit of Company’s paper. 
The government had serious reservations about the conduct of the bank 
directors that had led to the crisis in the first place and about the 
advisability of government intervention in the day-to-day affairs of the 
bank. But it considered the emergency too grave for it to retuse these 
applications. (It is interesting to note that all this happened inspite of the 
custom of sending a weekly report to the governmeiit and the presence of 
three government nominees on the direction.)° 

On 4 October 1844 the Government of Madras required the Bank of 
Madras to supply some information regarding its business, but even as 
late as 30 October 1844 this demand had not been complied with. The 
Government of India also wanted ‘to be informed on what principle the 
Bank calculate(d) the amount of its outstanding liabilities in reference to 
its cash balance under section 23, Act 9 of 1843’. 
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The affairs of the Bank of Madras were reviewed first by H. Chamier 
(a member of the Governor’s Council) and then by the Governor himself 
in his minute dated 7 December 1844. The Governor pointed out that the 
directors had at different periods violated the provisions of section 28 of 
Act TX of 1843 by granting discounts and advances when their cash was 
less than one-fourth of their liabilities. The Governor conceded that the 
directors had not engaged in any ‘rash or improper speculations 
endangering the permanent stability of the bank’. ‘The directors’ error, he 
argued, consisted in tying up 
so large a portion of their capital in government securities, not convertible into cash at the 


instant, and at the same time, continuing in the face of a diminishing amount of specie, their 
discounts and advances and a free issue of notes. 


The Governor censured the bank directors ‘especially those named by 
the Government ... for their disregard of the provisions of the Act without 
any communication to the Government’. But he had no doubt that the 
bank was ‘in a perfectly solvent and sound condition’ and all that was 
necessary was for the government and the bank directors together to take 
appropriate measures to preclude the recurrence of the specie crisis and to 
secure a more businesslike and efficient conduct of the bank affairs for the 
future. 

To this end the Governor proposed that the bank should retain, at all 
times, an amount of cash at least equal to one-third of its liabilities and 


that to prevent the excessive issue of notes ... the Subtreasurer be instructed not to retain 
more than an amount of 2 or 3 lakhs or whatever be the usual demand for them, and to 
return the surplus at the end of each week into the Bank. 


In return, the Governor proffered oflicial aid in the event of a real 
emergency, keeping in view the difficult position about the supply of specie 
in Madras: 


It must be borne in mind that there is no bullion market at Madras; that the Bank may 
therefore possess any amount of Government paper saleable in the market—and yet be 
unable to command specie at the moment it may require it and the Directors must have 
recourse to the distant markets of Calcutta or Bombay. I am of opinion that an arrange- 
ment may be made, giving this facility to a defined and limited extent, and under special 
circumstances, to the Madras Bank which may be profitable to the Government and 
favourable to the Bank. Such charge may be made by the Government for any loan of specie 
upon security as may prevent the recourse to Government except in cases of necessity, and 
the Bank will thereby be led to trust to its own resources, and to a careful foresight in 
carrying on its business. But on this point the Government of India should be consulted. 


When the minute of the Governor in Council was transmitted to the 
directors of the Bank of Madras the latter replied to some of the charges in 
a letter dated 12 February 1845.° According to them, aware by June 1844 
that the business of the bank had so materially. increased as to require 
more of its capital to be made available for its transactions, they had 
resolved to sell out Rs 2 lakhs worth of government securities, though the 
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specie in hand, at that time, was in excess of the amount legally required. 
On 27 June 1844 they also applied for a specie remittance of Rs 3 lakhs 
from Bengal which, with the addition of some large specie shipments 
which were arriving from Bombay on account of private parties would, it 
had been hoped, replenish the stock of specie. However, the directors had 
been disappointed in this expectation and they had then decided to sell 
government securities tor Rs 5 lakhs of specie from Bombay, for which 
they made an immediate application. But again an unexpected delay took 
place tn the transmission of the specie, and the bank coffers sank to the low 
ebb exhibited in the statement of 14 September 1844. . 

The directors also stated that the continuation of discounts and advances 
when the stock of specic was less than one-fourth of its liabilities was meant 
to avoid serious public inconvenience, particularly since the shortage of 
specie was known to be temporary. They also admitted that investment in 
government securities was larger than warranted; but they emphasized 
that the subsequent demands of money for remitting funds te the provinces 
which had caused their difficulties were of an unprecedented magnitude 
and such as no past experience could have led them to anticipate. 

They agreed with the Governor in Council that in order to prevent a 
similar crisis in future an amount of cash equal to at least one-third of its 
liabilities should be retained in its coffers. They also promised that should 
the specie in the bank fall below that proportion they would adopt measures 
to increase the specie holding of the bank. For lessening the inconvenicnces 
arising from the fact that Madras had no bullion market, the directors 
suggested that in case of an emergency they should be assured of a loan of 
specie by the government (at a rate of interest that might seem proper to 
government), upon deposit, as security, of a corresponding amount of 
government paper. The directors also wanted that continuance of sucha 
loan should be assured to them for a period of three months, to afford them 
sufficient time to obtain a supply of specie. It would be convenient to them 
to have the option of repaying it into the General Treasury of Fort 
William. They hoped that this arrangement would be acceptable to the 
government which had to remit large sums to Calcutta from time to time 
and which would be saved the risk and expenses of a remittance in specie. 
If the Governor in Council agreed to the suggestions and promised such 
assistance up to a maximum of fifteen lakhs of rupees there would, the 
directors felt, be no repetition of the crisis in future. - 

‘hey followed up this letter with an application for a loan of Rs 5 lakhs 
from the General Treasury under the arrangement specified, that 1s, on 
deposit of government paper. They alleged that the drain of specie which 
caused this application was due to the heavy amount of bank notes sent in 
from the Treasury which greatly reduced the cash balance of the bank. 
The second specie crisis of the Bank of Madras was upon it within the first 
two years of its operation. 
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The application of 18 February 1845 for a loan of Rs 5 lakhs from the 
General Treasury was actually subsequent to another application that 
had been made on 12 February, for a payment of Rs 5 lakhs from the 
General Treasury for a cheque of the Bank of Madras drawn upon the 
Bank of Bengal favouring the Sub-treasurer of Fort William for the 
amount.’ The cheque had been made out to the latter for a consignment of 
specie from Calcutta that the Bank of Madras had ordered. 

The Accountant-General, John Orr, recommended the loan applied for 
on 12 February 1845,° on condition that the Bank of Madras depusited 
government securities with the Acting Sub-treasurer, duly endorsed to the 
extent of Rs 6 lakhs, as a guarantee for the repayment of the amount, with 
interest at 4 per cent per annum. He added, however, that as the Madras 
Government did not know whether the surplus funds to be thus made 
available would be required in Calcutta or in Bombay the Government of 
India might be requested to receive the amount of the cheque to be 
granted by the Bank of Madras if the former required the funds in 
Calcutta. If the funds were required in Bombay the Government of India . 
was requested to inform the Government of Madras accordingly, and 
return the cheque so that the Bank of Madras might then grant a similar 
cheque on Bombay. 

‘The Governor in Council, however, took a dim view of the request for 
the loan.®? The directors had been informed in the minutes of consultation 
of 24 December 1844 that the government did not intend to allow the notes 
of the bank to accumulate in the General Treasury beyond a limit of Rs 2 
to 3 lakhs. Hence the return of the notes from the General Treasury to the 
bank could not be regarded as an unforeseen difficulty. Furthermore, 
although according to the report of the Accountant-General the finances 
of the government would permit a remittance to Calcutta or Bombay on 
the particular occasion, the government might not always be in a situation 
to accommodate such a remittance.'° 

The Governor in Council did not consider a loan at the rate of 4 per cent 
to be permissible, as on former occasions, since it was considerably below 
the bank’s own discount rate and below the rate of interest charged by 
houses of agency, which was believed to be 8 per cent. He informed the 
directors that the loan application of Rs 5 lakhs could be granted only on 
interest being chargeable at 8, or at the lowest 7, per cent per annum ona 
deposit of public securities worth Rs 6 lakhs. 

The response of the Governor in Council to the request of the directors 
(made on 12 February 1845) for a long-term arrangement with the 
government for the supply of specie in difficult times and to the excuses 
proffered for transgressing the rule was equally forbidding. The Governor 
in Council did not accept that section 28 of the charter Act had to be 
violated in order to avoid public inconvenience. 
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Such a principle, if once admitted, might lead to the most dangerous infractions of the law 
and render nugatory rules and provisions upon the due observance of which the 
Government, the shareholders and the public in general rely for the proper and safe 
administration of the Bank’s affairs. 


The Governor in Council also considered it 


quite at variance with sound principle that the Bank should look to the Government for 
specie except where the want of it [was] caused by circumstances which the Directors could 
not possibly forsee nor control, and in such a case only [would] His Lordship in Council feel 
called upon to give consideration to any application for specie, which he [might] hereafter 
receive. 


The government clarified that it wanted quarterly as well as the usual 
monthly returns from the bank. The quarterly returns were required to 
exhibit the transactions of the bank under each head within the quarter, 
and thus display the extent and nature of the business done by the bank 
during the quarter. 

In spite of the admonitions of the government, the directors ran into 
another crisis within three weeks. On 11 March 1845 the Accountant- 
General of Madras was informed by Heyman, the bank secretary, that 
specie in the bank had fallen below one-fourth of its liabilities and, as 
required by the charter, loans and discounts had to be stopped. As this 
would create a great hardship among the people the Accountant-General 
was requested to give specie for the government bills due on the following 
dates: 


Rs a p 
19 March 12,218 2-10 
20 March 67,492-12— 6 
21 March 11,864-14— 0 
22 March 63,957— O- 0 


1 ,55,532—13— 4 


Interest would be paic by the bank for the periods they had to run at 4 per 
cent per annum, the rate at which the acceptances of government were 
discounted by the bank for private individuals. However, the bank would 
accept a higher rate if the government wanted that rate. 

In reply, the Governor in Council regretted to be again called upon to 
aid the bank with specie, as the directors assigned no reason for not having 
brought down the specie required for their business by the steamer of the 
previous month." So long as the directors looked to the government for 
assistance the affairs of the bank would not be conducted with the requisite 
foresight. The Governor in Council therefore let the directors understand 
distinctly that future applications to the government of a similar nature 
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would be refused. But he authorized the Accountant-General to discount 
the government bills held by the bank to the tune of Rs 1,55,532-13-4 at 7 
per cent per annum and pay the same in specie.’” 

The failure of thc Madras Bank directors to manage their specie reserve 
prudently elicited further official reprimands. On 17 May 1845 J.A. Dorin, 
Secretary to the Government of India, wrote to J.F. Thomas, Chief 
Secretary to Government, Fort St. George, communicating the ‘extreme 
satisfaction’ of the Governor-General in Council with the decision of the 
Madras Government (on ]} March 1845) to reject the application of the 
bank directors for ‘a loan of specie in aid of the Bank’s resources as 
altogether erroneous in principle and inconvenient and objectionable in 
practice’.'° 

The Court of Directors sent a despatch on 23 September 1845 
condemning very strongly the behaviour of the Madras Bank directors, 
and especially the government directors, which had led to the crises of the 
institution '* They also disapproved of the action of the Sub-treasurer in 
allowing the accumulation of bank notes to the extent of Rs !6 lakhs. They 
strictly prohibited any future violation of the charter regarding the cash 
reserve ratio, and approved the instruction to keep in the Government 
Treasury only the amount of bank notes that might be required for 
government use. 

In their financial despatch dated 2 July 1845, no. 10, the Court of 

~ Directors authorized the receipt and issue of the notes and post bills of the 
Madras Bank. This was communicated to the Accountant-General, 
Madras, on 26 August 1845. [.V. Stonhouse, the Accountant-General, 
sent a report to the Chief Secretary regarding the extent to which Madras 
Bank notes could be received in the provincial ‘l'reasuries.'* A government 
notification was then issued on 19 September 1845, authorizing Collectors 
of Land Revenue and Customs and other officers in charge of public 
Treasuries undcr the Madras Presidency to receive Madras Bank notes 
and post bills in payment of revenue and other public demands. But bank 
notes or post bills were not to be cashed at the provincial Treasuries. Rules 
for guidance of officers in charge of public Treasuries in the receipt and 
issue of bank notes and post bills were circulated at the same time. There 
was considerable controversy later on about one of the rules, viz. that only 
one-third of the dues of zamindars and other landed proprietors could be 
received in bank notes and post bills. 

By the end of 1845 the Bank of Madras was rapidly moving into another 
specie crisis. On 12 January 1846, Robert Hunter, the bank secretary, 
wrote to J.F. Thomas, Chief Secretary to Government, bringing to his 
attention 
the embarrassment occasioned to the Bank by the system which [obtained] with the 


General Treasury ... under which no notes of the Bank could be retained beyond an 
amount which the Subtreasurer [had] an immediate prospect of being able to pay away. 
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The effect of this system [was] to keep the General Treasury empty of Bank notes; and to 
cause a constant and excessive drain of specie upon the Bank. 


Hunter gave a blow-by-blow account of the development of the crisis. The 
amount of specie in the bank on 1 December 1845 was Rs 18,20,000 or 
about Rs 10 lakhs above the minimum required. Within six weeks 
Rs 10,70,000 worth of specie was withdrawn, and of this amount 
Rs 6,50,000 were taken by the General Treasury, in some instances leaving 
the Treasury with only a few thousand rupees in notes. The sequence of 
withdrawal of the specie by the Treasury was as follows: 


Date - Amount withdrawn 

2 December 1845 Rs 1,50,000 
8 Do Rs 50,000 
12 Do Rs 50,000 
15 Do Rs 2,00,000 
5 January 1846 Rs 1,00,000 
8 Do Rs 50,000 
10 Do Rs 50,000 

Rs 6,50,000 


The directors felt that unless the existing system was relaxed so as to 
permit the Sub-treasurer to retain up to Rs 3 or 4 lakhs of notes for current 
disbursements the bank would have to suspend its operations in conformity 
with the 28th clause of the charter. ‘The situation on 12 January 1846 was 
as follows: 


Specie with the Bank Rs 7,50,000 
One-fourth of habilities Rs 6,67,000 
Difference Rs 83,000 only (in specie) 


‘The Sub-treasurer had already notified the bank that he intended to send 
for specie worth Rs 50,000 in the course of the next day. The existing 
scarcity of specie in Ceylon and Bombay, he added, might lead to further 
demand for it on the bank.'® 

On the very next day the government rejected the application of the 
bank for modifying the system of exchanging its notes for specie as soon as 
they came to the General Treasury. The government considered the 
proposal of the bank to be tantamount to a request for a loan. Under 
instructions of the Court of Directors (in their despatch dated 23 September 
1845) and the Supreme Government, the Government of Madras was 
precluded from making such a loan. The government also wanted to know 
why specie could not have been obtained from Calcutta before the close of 
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the month—since it could have been imported on the steamer expected 
that very day. The directors of the bank, in their reply dated 14 March 
1846, reiterated various arguments justifying their earlier applications to 
the government. This whole episode led to a considerable amount of 
mutual recrimination between the bank directors, the Madras Government 
and the Court of Directors (seconded by the Government of India). 

On 14 January 1846 the bank informed the government that as a result 
of the General Treasury exchanging a further sum of Rs 50,000 in notes for 
specie in the bank, the bank cash had been reduced to Rs 7,50,511, being 
only Rs 49,000 in excess of the minimum required. The secretary requested 
the Governor in Council to allow the retention of notes in the General 
Treasury to the extent of Rs 4 lakhs as a temporary measure, till the 
receipt of the specie remittance expected from Calcutta. The government 
refuséd this application too and instead required the official directors to 
report whether any minutes were entered by them, or any measures 
suggested, when they observed the rapid fall of specie in the bank coffers. 
It also wanted an explanation of their failure to warn the government 
about the impending crisis before 12 January 1846. 

On 22 January S.D. Birch, now a government director, reported to the 
Chief Secretary to government that the specie with the bank had fallen 
below one-fourth of the liabilities. On 27 January Hunter informed the 
government that the specie in the bank had fallen below Rs 4,60,000 and 
would be further reduced to Rs 3,10,000 on the payment to the Treasury of 
a sum of Rs 1,50,000. The directors requested the Governor in Council to 
authorize the payment, under discount, of the acceptances of the govern- 
ment held by the bank. The government granted this request but ‘to mark 
the disapprobation of government of the course pursued by the directors’ 
fixed the rate of discount at 8 per cent per annum. It also instructed the 
official directors to report on all transactions during the period the cash 
reserve was below the legal mmimum. On 30 January 1846 the bank 
discounted government acceptances worth Rs 4,19,678-11-6 at the 
specified rate. 

The bank raised a legal point about whether government directors 
could be separately called upon to report on the affairs of the bank. When 
the government called for the Advocate-General’s opinion he supported 
the bank directors in their argument. 

In the meantime, the position of the Bank of Madras in respect of cash 
reserve continued to be critical—in fact, the ratio of specie to liabilities 
remained below the legal minimum for a considerable period from 27 
January 1846. On 17 February 1846 the directors reported to the 
government that they had received a shipment of specie worth Rs 3 lakhs 
by Lady Sale but they had been disappointed of a second supply expected 
by the Precursor, 
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owing to an objection ofa purely formal nature raised by the Bank of Bengal to make a loan 
to this Bank of the requisite amount upon the security of Government Promissory Notes for 
the purpose, of amply sufficient value. 


However, they definitely expected to receive a supply by the steamer 
Bentinck due to reach Madras on or about 13 March 1846. 

On 24 February 1846 the government addressed a letter to the bank 
directors charging that in spite of government help in the form of 
discounting of government acceptances worth Rs 4,19,678 the bank had 
been unable to afford the usual accommodation to the public for five weeks 
starting from 22 January 1846. The government wanted to know whether 
the directors had taken steps to obtain additional specie beyond the Rs 3 
lakhs reported to be due on 13-15 March 1846 from Calcutta. The 
directors were also asked to report to the government on each Monday the 
amount of bullion that had been in the coffers of the bank on the preceding 
Saturday evening. 


16.3. The directors’ explanations for the specie crisis 


The specie crisis was over by the end of March 1846, but the directors— 
particularly the official directors—were still to hear the last of it. [na series 
of letters in response to remonstrances of the Government of Madras and 
the Court of Directors the official directors as a group, and the board of 
directors collectively, justified their management of the bank finances."’ 

The major charges made by the government consisted primarily of the 
lack of foresight of the bank directors at critical times, and their expectation 
of government support in case of embarrassment, in spite of repeated 
warnings that the bank should look upon the government as any other 
constituent and not seek any special consideration in its hands. 

The directors argued in reply, (a) that the failure of the monsoons in 
1845—46, which led to an increased demand for specie for sending grain to 
different parts of the Madras Presidency, could not be foreseen; (5) that 
some of the increased demand for specie was on account of a demand for 
rice to be exported to Mauritius, Europe and other places, and this 
demand too could not be foreseen; (c) that since Madras did not have a 
bullion market, specie had to be imported from other places and details in 
specie imports were caused by circumstances beyond their control; (d) 
that although the bank held a sizeable. portfolio of government securities, 
again, since Madras did not possess a securities market, they had to be 
disposed of elsewhere—in their particular case in Calcutta—and delays in 
this operation could not be foreseen;"* (e) that conditions in 1845-46 were 
further complicated by a rise in demand for specie in Bombay and Ceylon, 
which was in turn largely due to the unwise operations of a bank (viz. 
Oriental Bank) in Bombay and Hongkong; (/) that in the narrow confines 
of Madras the government was the major source of specie, and the bank 
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could legitimately look upon it as a source of support in case of 
emergency—a support which the Governor had promised in his minute 
dated 7 December 1844,"° and (g) that instead of showing any special 
consideration the government had gradually brought down the notes of 
the bank retained in its Treasury from the norm of Rs 5 lakhs to Rs 2 to 3 
lakhs and then to nothing at all, so that on several occasions the Treasury 
had to send specie to the bank to be exchanged for notes demanded by 
private parties at the Treasury—and it was this last. procedure which was 
responsible for precipitating the specie crisis in the beginning of 1846.” 

The government charged that the exchange of notes for specie to meet 
the demand of provincial ‘Treasuries in December-January was nothing 
unusual.”! The directors quoted the Accountant-General’s memo dated 
27 January 1846 which gave the following figures of the bills granted upon 
the provincial Treasuries by the Accountant-General: 


Period (month or fortnight as indicated) 


December 1843 Rs §,12,775 
December 1844 Rs 9,56,859 
December 1845 Rs 13,60,473 
2—15 January 1843 Rs 5,01,323 
2—15 January 1844 Rs _ 5,05,847 
2—15 January 1845 ~ Rs 7,68,809 


Even according to these figures there was a substantial excess (more than 
Rs 4 lakhs) in December 1845 compared with the earlier years—an excess 
which could play havoc with the cash reserves of the Bank of Madras. 

The directors charged further that the government profited from these 
transactions at the expense of the bank: 


The great extent to which the Government are always sellers of bills upon the up-country 
Treasuries and the fact that such bills form the only available medium by which the 
merchants of Madras can pay for produce, at once place the Government in a most 
important and influential position among the commercial community, and enable them to 
exercise a very extensive control over the monetary and commercial transactions of the 
place. The merchants of Madras have no other mode of paying for produce brought to 
Madras or exported from out ports, Bank Notes have no currency in the interior, and the 
transport of specie is expensive, dangerous and dilatory. The Government, therefore, as a 
matter of course, become the receivers of the price of all the produce brought to the 
Presidency or exported from the out ports on account of the merchants of Madras, a 
practice which is productive of great pecuniary advantage, as well as very considerable 
convenience to the Government in so far as it enables them to empty their treasuries in the 
interior, and place funds in the General Treasury at Madras without any expense or risk of 
conveyance which must otherwise have been incurred. The directors therefore maintain 
they were justified, under all the circumstances above alluded to, in looking to the 
Government for a fair and reasonable measure of support to the Bank, commensurate with 
the extent of their transactions and the daily requirements of their Treasury with such a 
control in their hands as that above notice. ... ifthe Government were to withhold their bills 
from the market, the mercantile transactions of the community would be very much 
impeded and curtailed, while on the other hand, on an occasion of a great demand for 
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produce and consequent necessity for large remittances to the interior if the Government 
came forward to supply the market to any extent required with bills on their up-country 
Treasuries, a demand for, and consequent scarcity of money, will be sure to follow. 

This was the case in the beginning of 1846. Very large sums were required to be remitted 
in payment of rice brought to the Presidency to meet the demand for that article caused by 
the failure of the crops in southern India. Payment for these supplies could only be made by 
the Government bills on the up-country Treasuries, and the Bank of Madras was the only 
source to which the mercantile community could look for the means of paying for these 
bills. They were therefore, of course, nearly all paid for in Bank Notes, and some idea may 
be formed of the extent to which such bills were granted by the faet that between 3 and 6 
January they amounted to 7,79,000 Rupees. 

‘Towards the middle of December the Bank directors had their attention drawn to the 
change adopted by the Government in the system of sending notes trom the Treasury to be 
exchanged for specie. During the previous part of the year, notes had never been thus sent. 
and the amount retained in the Treasury had varied from 2 to 3 lacs. During December and 
January, however, notes were sent to the Bank from the Treasury frequently at intervals of 
only a few days when the stock of notes there was very trifling and to such an extent was the 
system carried that the Treasury was frequently without any notes at all and on two 
occasions had to send specie to the Bank to be exchanged for notes. It is within the 
knowledge of the directors that the above system was attended with great inconvenience to 
the public, who frequently could not obtain notes at the Treasury and had to take payment 
of large sums in specie.”? 


‘The directors’ stand as regards the inappropriateness of the change in 
the government’s policy regarding retention of notes in the Treasury was 
implicitly upheld by the Court of Directors in their despatch dated 16 
December 1846 (which otherwise censured the conduct of the directors), 
for it stated 
that such transactions [the sending of specie for notes} indicate that the stock of notes had 


been kept unnccessarily and inconveniently low, and that they do not consider 3 lacs of 
Rupees the minimum authorized in the former orders of Government too high.”” 


In fact, the directors had a strong case. Madras had practically no 
bullion or money market, trade was extremely seasonal, 1845-46 was a 
year of acute scarcity (probably with famine raging in the interior parts of 
the presidency), and the government had an overwhelming economic 
presence as a massive tribute-raising authority.7* This situation was 
complicated by the facts that the period from the 1830s to the middle of the 
1850s was one of general depression of agricultural prices in the presidency, 
and that the Madras presidency was a large net exporter of bullion in all 
the years except two in the decade of the 1840s. (In fact, the presidency 
exported a large amount of bullion throughout the’*period from 1819-20 to 
1850-51, barring a few stray years.”°) 

On the other hand, the general charge of the government regarding the 
initial lack of foresight of the bank directors in tying up so much of the 
bank’s resources in government securities was also valid. The directors’ 
action was undoubtedly prompted by the generally slack money market 
prevailing in Madras in 1843 and the beginning of 1844, as evidenced by 
the low rates of interest. Whereas the directors undoubtedly secured a 
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fuller employment of the bank’s funds by investing them in government 
stocks, they incurred large capital and transaction losses in such 
investments, as is shown by Table 16.1. 


Table 16.1 
Capital and transaction losses incurred by the Bank of Madras 1845-47 (figures in Rs—a-p) 
Up to 31 During 1846 Dunng 1847 Total: 
Dec. 1845 
Capital gain 4,048- 4 5 0- 0 0 0-0-0 4 048—- 4— 5 
Capital loss 0-0-0 43,033— 511 13,100—- 0O— 0 56,133- 5-11 
Contingent | 
charges 39,850—- 2— 3s: 16, 232-15— 2 5,054- 9~ 4 61,137-10— 9 
Total net loss 35,801-13-10 59,266- 5-1 318,154 9 4 = 1,13,222-12- 3 
Written off 12,000- 0-0 = 36,232-15- 2 64,989-13- 1 1,13,222-12- 3 


SOURCE Tamil Nadu Archives, Financial Department Consultations, Fort St. Ceorge dated 2 June | 
1857, no. 8, letter dated 16 May 1856 from W.E. Underwood, Government Director, to 
T. Pycroft, Chief Secretary to Government, para. 15. 


The figures in Table 16.1 speak for themselves. It is interesting to note 
that of the total loss incurred more than half was accounted for by 
transaction expenses. This indicates vividly the costs arising from the lack 

-of a securities market in Madr... 


16.4 Dufficult_years, 1846-52: restrictions and interruptions 


The periods for which restrictions were put on business admissible by 
the charter of the Bank of Madras are charted in Statement 16.3. The 
statement does not give a full picture of the severity of the crises in these 
periods (or sometimes even outside them). There were times when the 
business of the bank was suspended altogether. Thus, for example, in 
February 1846 the bank was unable to lend money even against bills of the 
Court of Directors,—generally a coveted instrument for remitting money 
to England. On 28 February 1846 Amalric and Co., a leading agency 
house, applied to the government for discounting Rs 1,00,000 worth of the 
bills of the Court of Directors since the Bank of Madras had suspended all 
operations.”* Again, on 26 February 1847 Arbuthnot & Co., perhaps the 
biggest agency house of Madras at the time, requested the government to 
purchase from the firm a bill on its London correspondents for £15,000 for 
the purpose of making a remittance to the Court of Directors. The bill 
would be secured by the deposit of government securities. Renewing its 
application on 2 March 1847 the firm argued that it was compelled to 
apply to the government since the Bank of Madras was unable to extend 
its usual accommodation and since it was impossible to dispose of 
government securities so long as the pressure on the money market 
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Statement 16.3 
Dates on which restrictions were imposed on the business of the Bank of Madras and specie in the bank’s 


coffers on those dates 1846-56 
Dates on which restrictions were imposed _ Dates on which restrictions were removed 
on business and amount of specie in the and lowest amount to which specie had 
bank’s coffers fallen in the interval 
Date Specie (Rs) Date Specie (Rs) 
1846 22 January 5,25,002 1846 16 March 5,08,173 
1847 6 February 10,99,910 1847 23 June 6,40,373 
1850 12 March . 10,05, 164 1850 28 May 7,05,434 
1851 7 January 747,730 1851 4 March 5,592,563 
30 September 9,25,912 1852 2 March 8, 10,787 
1855 30 January 15,19,376 1855 22 February 14,13,135 
15 March 17,061,355 15 May 15,43,081 
21 June 17,73,124 16 October 11 ,94,383 
1856 8 January 18,34,177 1856 26 February 12,76,681 


SOURCE ‘Tamil Nadu Archives, Financial Department Consultations, Fort St. George, dated 2 June 
1857, no. 8, letter dated 16 May 1856, from W. E. Underwood, Government Director, Bank of 
Madras to T. Pycroft, Chief Secretary to Government, Enclosure A. 

continued.?’ Again, at the time of the crisis of 1851-52, which led to the : 

Government of Madras actually asking the Court of Directors to deprive 

the Bank of Madras of its charter, it was reported that ‘Court of Directors’ 

bills,—generally considered as liquid as banknotes,—had ceased to be 
negotiable’.?* 

Liven ithe operations of the bank were not totally suspended. restrictions 
were placed, in periods of crisis, on thevamounts of loans of various kinds 
that could be granted on the secretary's discretionary powers and on the 
individuals or partics to whom loans could be granted. In Calcutta the 
government had gencrally regarded a situation in which loans could not 
be granted by the Bank of Bengal on deposit of government securities or in 
which discrimination was made between parties offering the same security 
as totally unacceptable. The policies that resulted in such a state of affairs 
during the period of the Mutiny gave rise to a head-on clash between the 
government and the mercantile directors (see chapter 11). But in Madras 
discriminatory restrictions on business became almost ‘normal’ between 
the years 1846 and 1852. 

In 1847 the directors adopted deliberate policies to bring down cash 
credits (which had been liberally granted by the Government Bank and 
which had been inherited by the Bank of Madras) from Rs 37 to Rs 23 
lakhs. This was done by excluding all parties who did not reside in 
Madras, and by restricting the cash credit of businessmen or mercantile 
firms to Rs | lakh and that of persons not in business to Rs 20,000. Along 
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with these restrictions the bank began to charge one per cent more for cash 
credits than tor loans on deposit (a differential that should have been 
maintained trom the very begirining).?? In April 1850 loans were restricted 
to Rs 10;000 to any one party and fresh loans to any party to Rs 5,000 only. 
In January 1851 all discount business was temporarily discontinued. In 
February 1851, while business was resumed, no discounts above Rs 2,000 
and no loans above Rs 5,000 were allowed. As the bank’s liquidity position 
improved the limits on discounts and loans were raised to Rs 5,000 and 
Rs 20,000 respectively. With the onset of a renewed crisis in September 
1851 the directors decided not to grant any fresh cash credits at all; and 
limits of Rs 20,000 on loans and discount of government bills and of 
Rs 5,000 on private discounts were imposed. However, such restrictions 
failed to restore the liquidity of the institution, and the bank was set ona 
collision course with the government and the general mercantile 
community—a course that induced the government, supported by a major 
secuion of the local businessmen, to recommend the revocation of the 
charter of the bank. 


16.5 Dislocations caused by restrictions on business, 1845-51 


On 2-+ March 1846 the president of the board of directors of the Bank of 
Madras circulated a memorandum outlining changes in the pattern of 
Investment and uulization of capital. According to this memorandum, the 
amount available for cash credit. after taking into account the normal 
deposits and note circulation of the bank and providing for a specie reserve 
of Rs 15 lakhs, was of the order of Rs 24 lakhs. After considering this 
memorandum the directors resolved to fix a standard total amount of cash 
credits to be granted, viz. Rs 30 lakhs, which should not be exceeded 
without reference to the board. “, 

The enquiry sect afoot by the president revealed certain interesuny 
features about the lending policy of the bank. On 29 April 1845, for 
example, a single borrower (an Indian) borrowed (in the form of bills 
discounted, collaterally secured by the deposit of jewels and precious 
metals) Rs 2,36,400 on six different loan accounts. At the same time, 
advances on discount of bills collaterally secured by title deeds were 
distributed as follows: 


Community Number Amount (Rs) 
Indians 6 58,500 
Europeans 2 41,500 
Others 2 4.000 


The new policy of the bank adopted in 1846 affected, besides the Indians 
who had pledged jewels and precious stones as collateral security, three 
Indians and one European who had pledged title deeds as collateral 
security. (1t would appear from statements of interest rates, etc. charged 
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by the Bank of Madras that it lent on the basis of security of jewels and 
landed property—a practice which has not at least been recorded in the 
surviving proceedings of the Banks of Bengal and Bombay of the time.) 
On 27 January 1846 the Bank of Madras, we find, had appointed a 
subcommittee to revise ‘the system of cash credits with advertence to the 
practice that obtain[ed] in the Bank of Bengal’, ‘The recommendations of 
the subcommittee were carried into effect. However, these measures were 
sul not enough to prevent the concentration of loans in a few hands 
(mostly Europeans), the grant of loans to Europeans who were not in 
business, and the grant of loans for periods much longer than three months 
(through regular renewals). On 15 April 1847 the total amount outstanding 
as cash credits on 151 accounts was Rs 37,10,230—way above the limit of 
Rs 30 lakhs fixed in March 1846. These were distributed as in ‘Table 16.2. 


Table 16.2 
Distribution of cash credits of the Bank of Madras against government paper as on 15 April 1847 
Class of credit Number of firms or individuals enjoying the credit 


European firms Europeans not Indian firms Total no. of 
and merchants inbusiness andmerchants borrowers in 


any class 

Ist class — over Rs 1 ,00,000 6 3 l 10 
2nd class — Rs 50,000 to 

Rs | ,00,000 2 2 2 6 
3rd class — Rs 30,000 

to Rs 50,000 4 2 2 8 
4th class — Rs 10,000 

to Rs 30,000 9 23 19 5] 
oth class — under | 

Rs 10,000 none 29 47 76 

Total 2] 59 71 15] 


Thus, the majority of big borrowers were Europeans, the majority of 
European borrowers were not in business,” and Indians were mostly 
small borrowers. 

Incidentally, The \ladras Almanac and Compendium of Intelligence tor the 
years 1837-63 mentions two to three Indian mercantile firms operating in 
Madras. Obviously, these firms were either prominent in nature or 
considered ‘substantial’ enough to be listed along with European firms in 
the Almanac. That Indian firms were considered a threat to European firms 
is evident from an article on ‘Native Traders’ published in 1852:*! 
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The disproportion [numerically Indian firms were superior to European ones] shows the 
rapid inroads which native traders are making upon the ancient monopoly of the great 
mercantile houses. ... It [native competition] extends to almost every department of 
industrial effort, from preaching to portrait-painting ... 

A host of native commission agents are rising up, and it is easy to foresee that, so far as the 
disposal of ordinary commodities 1s concerned, they will eventually obtain possession of the 
market. Nature has eminently fitted them for shop-keeping. Their obsequiousaess has no 
bounds, and their importunity takes a thousand forms of supplication. All their faculties 
are engaged in the business of buying and selling. They make a religion of it, and their piety 
brings much profit .... 


[t is indicative of the earlier importance of the Armenian merchants in 
Madras that Armenian Street was the address of several Indian and 
European merchant firms. A leading Armenian merchant of the time in 
Madras was Sam & Co. But in gencral Armenians had declined greatly in 
importance by the ame Bank of Madras began functioning. 

‘The composition, by communities, of the actual loans granted is given 
in Table 16.3. 


Table 16.3 
Credit granted to borrowers of different communities, Bank of Madras, 
15 Apnl 1847 
Number of Amount 
borrowers borrowed (Rs) 
European firms and merchants 21 16,23,700 
Europeans not in business 59 11,19,900 
Indian firms and merchants 71 9,66,630 


Thus, Indian firms and merchants, though much more numerous than 
their European counterparts, obtairied only about 25 per cent of the total 
cash credits granted. 

On the receipt of the report of the subcommittee on cash credits and 
loans the directors discussed (on 15 April 1847) the desirability of reducing 
the disproportionately larger credit granted to the small number of 
Europeans and of discontinuing altogether loans to persons not in business. 
The subcommittee also recommended an increase of business in loans and 
discounts and limiting cash credits to Rs 2 lakhs, out of the bank’s total 
means of Rs 43 lakhs. 

However, the decisions taken were not so drastic; instead the following 
resolutions werc passed and put into effect from | July 1847: 

(1) no existing cash credit would be renewed for a sum larger than a lakh of 
rupees and such renewals would be limited to mercantile firms or 
individuals in business; 

(2) no cash credit would be renewed or granted to parties not in business 
for a sum larger than 20,000 rupees; 
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(3) the rate of interest on cash credits would be one per cent higher than on 
loans; 

(4) the interest on loans would be charged retrospectively when the loan 
was closed and parties would have the privilege of making payments in 
liquidation of not less than Rs 500 at any time during the currency of the 
loan, it being understood that Rule 2 of the bank's printed terms for loans 
on deposit would be applicable to all loans; and 

(5) no loan or cash credit would be granted to partics not resident in 
Madras. 

The background to these tougher decisions was formed by the fact that 
the rate of discount on private bills had been raised to 12 per cent on 26 
February 1847, and lowered to 10¥%2-11 per cent only in June 1847, 

In August 1847 there was a move by one of the government directors to 
restrict cash credit to parties in business only but this proposition was lost 
by a majority of 6 votes to 3. 

‘These decisions of the Bank of Madras apparently caused considerable 
dislocation among the regular borrowers, and Indians seem to have been 
especially affected. One such borrower was Roy Lutchman Prasad who 
had been granted, between August and December 1843, a bill discounting 
facility of Rs 2,36,400 on the security of jewels. He applied for a renewal of 
the jewel bills again in October 1847 after tendering Rs 8,000 (in payment 
of discount charge ?). He complained: 


I regret very much to state that those jewels were formerly quietly mortgaged under the 
Sahoocars for many years, previously the Bank opened [sic], and I could not express what 
has induced me to take up from their hands and put them into the Bank ... yet [ have paid 
the sum of two lakhs of Rupees both in principal and interest respectively and redeemed 
some part of the jewels and house bills, paying the interest by different rates from 7 to 12 per 
cent. Now the Bank all ofa sudden became more hard in sending letters through solicitors 
and to dishonour me In every respect after deriving from me so much benefit and profit. Is 
this right and proper for your good Madras Bank as to treat me in this manner? No other 
place of business in Madras would do so. 


‘Another borrower, P. Narrainswamy Chetty, when threatened with legal 
action for the non-payment of notes for Rs 4,500 drawn by him and other 
notes drawn by another Chetty in his favour, pleaded for an extension for 
another 18 months, on the ground that he had suffered great losses in his 
trade with England and other countnes, and the English market continued 
to be very depressed. The Bank of Madras turned down his plea. 

The directors continued to watch over the investment policies of the 
bank by appointing subcommittees from time to time. On | February 1848 
the directors received the report of a subcommittee on the private discounts 
of the bank during the preceding twelve months. The subcommittee found 
the system reasonably healthy: the largest amount outstanding against an 
individual or partnership at that time was Rs 90,000 and the next largest 
Rs 37,000. The subcommittee located a few bills which had run on 
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throughout the year and which might therefore be considered as intended 
for mutual accommodation, and not arising out of bonatide mercantile 
transactions, but, the subcommittee commented, ‘these generally bear 
unexceptionable names’. Renewal-prone bills included those which had 
been renewed by a fresh application just before the earlier one was due for 
payment, and bills which had been partially paid up and then renewed. 
The directors had resolved, on 16 March 1846, 


That it be a standing rule not to renew the discount of private notes, but that on special 
considerations it shall be at the discretion of the directors of the week to deviate from the 
rule—on the understanding, however, that under no circumstances shall a note be renewed 
oftener than twice. 


The subcommittee’s report showed that this resolution, which was none 
too self-restraining in the first place, had been violated. What the directors 
seem to have succeeded in doing in the two years (1846—48) of conscious 
exercise in changing the composition of the bank’s investments was to shift 
a little from cash credits to loans, but the other components did not shift 
their relative positions. In particular, private discounts to parties in trade 
remained at the same level from 1846 to 1848, and loans to persons not in 
trade increased from less than Rs 2 lakhs to more than Rs 4 lakhs. These 
changes are shown in Table 16.4. 

Bad debts tended to increase in 1848 and. 1849. A subcommittee was 
appointed in October 1849 to look into the prevailing system of granting 
discounts. It gave the opinion that the system of circulating to the directors 
of the week the bills tendered for discount together with the Discount Book 
was objectionable and should be discontinued. ‘This system caused delay, 
prevented proper discussion among the directors, and involved the 
circulation of one of the principal records of the bank all over Madras. 
Since a daily meeting of the directors for discussing business, as con- 
templated in a resolution of 1845, was impracticable, the subcommittee 
recommended instead the maintenance of an up-to-date opinion book. 
Opposite each name in the opinion book should be entered the amount 
within which his bills might be discounted, each entry in that book should 
be sanctioned by the board, and the secretary be authorized to pass 
without reference to the directors all applications for discounts from 
parties whose names were entered in these books, provided the total 
amount of accommodation granted them did not exceed their assigned 
limits. It was also recommended that a sum larger than one lakh of rupees 
should not be inserted in the opinion book opposite the name of any one 
party or firm. 

The amount of bad, unsecured debts was Rs 12,136-8-0 on 31 December 
1847, Rs 8,487 on 31 December 1848, Rs 10,565 on 30 June 1849, and 
Rs 10,173 in December 1849. In March 1850 the Bank of Madras entered 
perhaps the worst crisis of its career before the change of regime in 1862. 
On 5 March 1850, in view of tightness of funds, the secretary was instructed 
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to sell out Company’s paper at his discretion. The following week interest 
rates on loans and cash credits were raised by 2 per cent, and loans on 
security of Company’s paper were restricted to Rs 20,000 as a temporary 
measure. On 4 April, due to the heavy demand for loans and a fall in the 
funds of the bank, interest rates were again raised | per cent all round and 
fresh loans restricted to Rs 10,000. On 9 April 1850 interest rates were 
raised further by | per cent and loans limited to Rs 5,000. Thus, in less 
than a month, rates of interest were raised by 4 per cent and a severe 
degree of credit rationing was resorted to. 

Credit rationing was relaxed in the middle of May when loan applications 
were complied with to the tune of Rs 30,000 to any one party. At the end of 
May interest rates were lowered by 2 per cent all round and the existing 
restrictions on cash credits and loans removed. On 11 June 1850 one of the 
government directors pointed out the vulnerability of the bank because of 
the very nature of the cash credit account and the necessity of joint 
management of loan and cash credit accounts. But no definite policy 
changes were effected. 

The situation recurred in January 1851, when the cash in hand came 
dangerously close to the legal minimum. On 7 January 1851 interest rates 
were enhanced by 2 per cent on government bills and | per cent on all 
other business. Certain other restrictions were placed on business till relief 
arrived in the shape of a remittance of Rs 3 lakhs in specie from Calcutta. 
No fresh loans were to be granted for a sum larger than Rs 20,000. 

These restrictions were not enough to save the situation, and by the 
middle of January the specie reserve was no longer in excess of the amount 
required by the charter, and all fresh business had to be suspended. 
Interest rates on loans and cash credits were raised to 12 per cent, loans 
were limited to Rs 5,000 and discounting of government and private bills 
discontinued altogether. On 21 January 1851 the Bank of Madras appealed 
to the government to discount government acceptances worth more than 
Rs 4 lakhs held by the bank on behalf of its constituents, but the application 
was turned down. 

By 4 February, with the receipt of Rs 3,20,000 from Calcutta, the 
pressure on the bank eased and certain types of business were resumed at 
12 per cent, but still subject to limitations on individual amounts lent or 
discounted. On 8 February 1851 all types of business—but with constraints 
on individual amounts—were resumed at 12 per cent. By March interest 
rates were reduced on various types of business by | to 3 per cent. Thus, 
during the months of January and February 1851 the accommodation 
obtained by the general run of merchants from the Bank of Madras was 
costly and limited in amount. 

On 23 September 1851, with a sudden tightness in the market, the Bank 
of Madras raised its interest rates by 2 per cent all round except on 
government discounts. Within a week there was a further increase in rates, 
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the maximum being 12 per cent on loans and private discounts, and the 
minimum, 10 per cent on government discounts. Restrictions were also 
imposed as regards the amounts of advance under various heads. In 
October business in loans and government discounts had to be suspended 
altogether, because of the drain on the bank’s resources. 

Amairic Lecot and Co. made a representation to the government to 
discount its government acceptances since the Bank of Madras had turned 
it down. The government discounted the acceptances worth Rs 56,000, 
and called for an explanation from the Bank of Madras not only for its 
refusal to discount these bills but also for ‘the sudden increase in interest 
rates in Madras when the general money market at Calcutta and Bombay 
[were] unaffected’. 

There was, at the same time, a representation from the mercantile 
C ommunity of Madras to the directors of the Bank of Madras to take steps 
to increase the capital of the bank 


to provide against the recurrence of evils which were most injurious and inconvenient to 
trade. 


The memorialists referred to the comparatively high and widely fluctuating 
interest rates and the frequent resorts to limits on accommodation. They 
attributed all this to ‘an insufficiency of means at the disposal of the bank 
to meet the increasing wants of the market’. The directors, however, did 
not consider it expedient to meet the increasing wants of the market. 

The government’s demand for an explanation led to a review of the 
loan operations of the bank. The most glaring feature revealed was the 
highly skewed nature of the distribution of loans in a tight market. As is 
evident from Table 16.5, on 18 October 1851, of the total sum of 
Rs 31,45,489-7-2 lent to 135 parties, one single party obtained nearly 
35 per cent, the top two parties obtamed more than 45 per cent, and the 
top six parties (with more than Rs 100,000 each in loans between Rs 50,000 
and 100,000) obtained Rs 19,75,876, or more than 60 per cent. Table 16.5 
also reveals the ineffectiveness of putting restrictions on individual loans 
rather than on the total sums to be lent to a single party. 

In October 1851 the directors appointed a subcommittee to go into the 
question of framing rules and restrictions to put the loan business of the 
bank ona more satisfactory footing. The subcommittee submitted a report 
which contained, inter alia, the figures adduced in Table 16.6. This table 
reveals that parties obtaining more than | lakh of rupees in loans numbered 
only 4, 4 and 6 in the three periods of pressure (viz. 6 April 1850, 11 July 
1851 and 18 October 1851 respectively), but the loans obtained by them 
made up 47.77 per cent, 36.85 per cent and 62.81 per cent of the total 
amount of loans in these three periods. While the aggregate amount of 
loans (including cash credits) increased steadily over the three periods the 
numbers of parties obtaining them fell from 257 on 6 April 1850 to 228 on 
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Table 16.5 


Distribution of loans of the Bank of Madras on 18 October 185 


No. of  S1ze/ Category of loans 


parties 


94 Below Rs 10,000 
24 Between Rs 10,000 and 20,000 


Total 135 


18 October 1851, thus indicating an absolute increase in the degree of 


concentration of loans. 


The subcommittee suggested the imposition of the following limits on 
the loans obtainable by a single party and on the total volume of loans; 
these were then adopted by the board of directors. 

}) Except with the special sanction of the board, loans to a single party or 


do 
do 
do 
do 
do 
do 


Between Rs 30,000 and 50,000 
Between Rs 50,000 and 1 ,00,000 


Total amount 


obtained (Rs~a—p) 


2,70,369-4-5 
4,10,969-2-4 
2,70,275-V0-0) 
2,18,000-0-0 
1 ,02,016—-7-0 
1 ,27,250-0-0 
1 ,41,200-0—0) 
| ,62,609-9—5 
3,45,900-0-0 
10,96,900-0-0 


31 ,45,489--7-2 


firm would be restricted to an aggregate of Rs 2 lakhs. 


2) All loans or advances above Rs 50,000 held by a single party or firm 


would be laid on the table at the weekly meetings of the board. 


3) When the specie reached three-fifths of the liabilities of the bank loans 


should be made only after reference to the directors of the week. 


To keep the commercial public informed about the financial position of 
the bank it was resolved, on 9 December 1851, to publish a weekly 
statement in the Fort St. George Gazette showing the aggregate amount of 
advances to the public, circulation and deposits and specie in the bank. 


16.6 Threat of revocation of bank charter, 1852 


In January 1852 the bank again experienced a severe pressure for funds, 
and interest rates were raised to the highest legally permissible level in all 


descriptions of business. 


In reply to the government query about the refusal to discount 
government bills and abrupt increases in interest rates in September— 
October 1851 the bank directors cited the sudden rise in demand for credit 
since mid-August as the main reason for the dislocation. According to 
them, the increase in demand for money was due to an export of over Rs 6 
lakhs of specie to Calcutta and a shipment of specie to Mauritius and to 
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out-ports to the tune of about Rs 2.5 lakhs. In addition, there was the 
appearance of drafts on some sowcars in Madras to the value of Rs 4 lakhs 
which were drawn and remitted to the government in satisfaction ofa debt 
by the Nizam, and these payments were made in specie drawn from the 
Bank of Madras. 

The government was not satisfied with this reply. In a communication 
consisting of extracts from minutes of a consultation dated 3.2.52 the 
government squarely blamed the dislocation in the money market ob the 
mismanagement of the Bank of Madras by the directors—and in particular, 
the mercantile directors. It took a dim view of the engrossment of the bulk 
of the loans by a few parties when many needed advances for legitimate 
mercantile purposes. ‘The government held that ‘the remittances to 
Mauritius, the outports or the demand of the sowcars’ could by themselves 
not have embarrassed the bank. 


It was a matter of notoriety that specie was at the period in question about to be or had been 
shipped to Calcutta with a view to speculate in the Government loans and had the 
Directors distinctly declined to advance specie for despatch to Calcutta for such speculations, 
the late crisis would . ... have been wholly avoided. 


‘This mismanagement had paralysed trade for a time; 


and the permanent evil must follow that parties of credit who ought to be able to look to the 

Bank for aid at all times upon fair and reasonable terms can now have no confidence in that 

institution. They will be compelled therefore to reserve funds and to carry on their 
«transactions at a greater charge or to a less extent, 


thus causing the trade of the country to contract. 

‘The government also considered the sudden raising of interest rates by | 
and 2 per cent at a time ‘as more injurious if not unjust to the whole 
mercantile community, and as a strong evidencc of mismanagement’. The 
dividends declared (10 per cent per annum) showed that the interests of 
the commercial community and the public generally had been sacrificed 
to that of the shareholders. 

‘A wise management would look to the permanent credit of the Bank as 
the best and surest source of profit in the end ...’ but the bank proprietors 
and directors in India, with few exceptions, would retire from India and 
had no permanent interest in the bank. Bank shares were a temporary 
investment and 


it [was] of more consequence to them to keep the shares in their time at a high premium and 
to receive large dividends than to sacrifice them for the chance of securing better dividends 
ata future day. 

In addition to this important consideration . ... the Directors are and will continue to be 
chosen from the leading mercantile firms—very limited in number—who are all money- 
lenders themselves. 


The size of capital of the Bank of Madras and the privilege of issuing notes 
receivable as cash gave it practically a monopoly of the local money 
market. 
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On the other hand, the trade of the presidency was primarily in raw 
produce. Little of it came on the market between May and October; this 
caused banking capital to remain largely idle during those months. If the 
directors kept their capital in bullion, continued the government, dividends 
must go down, while if they invested in government stock they might have 
to sell at a loss when the months of brisk trade returned. 


The Bank, therefore, will always be subject to the temptation to risk the chance of being 
without sufficient bullion to meet al] demands upon it for all loans. ... by investing a portion 
of its funds in Government Paper. j 

Adverting to these facts, and to all that has formerly occurred, but chiefly to the 
consideration that it is scarcely practicable, circumstanced as Madras is, for the Bank to be 
so worked as to combine the interests of the shareholders and of the leading firms with those 
of the community generally, 


the Governor in Council concluded that the interests of this presidency 
must suffer seriously so long as the Madras Bank was not under the direct 
and full control of the government—a control not nominal but real. 


But as this cannot be under the present charter, it is therefore expedient to submit to the 
Honourable Court the propriety of acting under the provision of section 42 Act IX of 1843, 
and giving notices of dissolution of its charter, and the withdrawal of Government from all 
part in its concerns. 


The Governor advocated this course also upon the ground that it was ‘an 
error in principle for the Government to divest itself of the power of issuing 
a paper currency, and to give that privilege to any other body’. 
On receiving these severe strictures the directors subjected the secretary 
and treasurer and the accountant of the bank to intensive questioning. 
The board recorded its opinion that Hunter, the secretary, 
in granting the loans referred in the Minutes of Consultation to the extent of Rs 10,90,000 
to ont party without communicating a circumstance of so unusual a character to the 
President, or Directors of the week, or even to the collective Board at its meetings on the 
23rd to 30th September 1851, [had been] guilty of grave dereliction of duty .... 


The president, J.B. Key, whose firm Binny & Co. was the favoured 
borrower, abstained from voting. 

At a General Meeting held on 1 March 1852 the shareholders, while 
concurring in the censure passed by the board on the secretary, refused, by 
a majority of 17 votes, to entertain the proposal! of dismissing him. Not 
surprisingly 28 votes in his favour were mustered by the firm which 
received the loan in question. 

It is interesting to note that the risks attached to the involvement of the 
chief houses of agency in the direction of the bank and the vesting of 
considerable powers in the secretary and treasurer were commented upon 
several times by the government directors of the Bank of Madras. For 
example, in a letter dated | February 1847, Birch commented:” 


Though ostensibly there are but three Banking Establishments here [the Bank of Madras, 
Agra and United Services Bank and the Oriental Bank], their number is in reality and for 
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all purposes more than doubled; every House of Agency or mercantile firm of any notoriety, 
combining with its other business banking in all its features. As a slight proof of this it may 
not be irrelevant to mention that during the period I have been connected with the Banks, I 
cannot call to remembrance an instance of a bill drawn, accepted or endorsed (except 
Government bills) by any of the leading Houses finding its way into them for discount. 


Again, when the question of whether the government directors could 
separately be called upon by the government to report on the board 
proceedings was being debated, A.I. Cherry, an official director, observed: 


A member of the mercantile house hears from his partner in the Bank directory all that is 
going on in the Bank of Madras and acts upon it, and I co not see why our employers should. 
not hear from us what is going on and act upon it. 


In a minute on the management ‘of the Bank of Madras dated 16 
October 1847 W.E. Underwood, another government director, wrote:** 


I feel every day more and more convinced of the propriety of the Bank having upon its 
Establishment an individual who thoroughly understands Banking both in principle and in 
its details, such knowledge having been acquired in one of the first Establishments in 
England and Scotland. 

I cannot concur in the propriety of vesting in the Secretary the control he now possesses 
over the appropriation of the funds and I have stated my opinion which I have not seen 
reason to change, that this is not in accordance with the spirit or even the letter of the 
Charter .... My objections are considerably enhanced upon learning that about 40) lacs of 
Rupees are in the power ofa single signature whereby the endorsement of one individual is 
all that is required to pass the Bonds from the custody of the Bank. 


Hunter was the secretary in 1846 and 1851, and Underwood seems to have 
been fully vindicated in his opinion. 

A few shareholders now petitioned the government (on 7 February 
1852) for sanctioning an increase in the capital of the bank, thus following 
in the footsteps of the majority of government directors in 1847,>5 and the 
general memorial of the Madras mercantile community in 1851. They 
pointed cut that the average business of the bank had been steadily 
increasing over the years and the high rates of interest the bank had been 
forced to charge to staunch the demand for loans had not proved an 
effective check. They viewed with apprehension the consequences of the 
repeated and continued pressures on the local mercantile community 
caused by the want of proper banking accommodation. The memorialists, 
as shareholders of the bank, prayed that the institution be placed upon a 
wider and more secure basis by an extension of the capital stock to the 
extent of Rs 20 lakhs. 

In the beginning of March 1852 a petition was also forwarded to the 
government, signed by 6 sowcars and 50 individuals and firms, requesting 
‘the re-establishment of a Bank entirely under Government control, as the 
only mode by which the frequently recurring panics in this money market 
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may be obviated’. They complained about the exorbitant and rapidly 
fluctuating rates of interest in Madras in comparison to Bombay and 
Calcutta, ‘without any apparent cause for the same existing, followed 
frequently by a withdrawal of all accommodation’. They also alleged that 
on the basis of advances made by the Bank of Madras against the security 
of government bonds large shipments of specie were made to Calcutta, 
Ceylon and Mauritius with a view to speculation in the exchanges of those 
markets. 

In May 1852 the bank directors replied to the various charges of the 
government and the mercantile memorialists. They claimed that the large 
loans to a few parties were made without their knowledge or consent and 
they decidedly disapproved of them. In any case, the charter contained no 
restrictions regarding the amount to be advanced to any one party. The 
directors had hitherto left it to the discretion of the chief executive officer 
(1.e. secretary and treasurer) the granting of such loans in individual cases, 
while confining their own attention to the aggregate amount of the bank’s 
advances. They agreed that the error of judgement of the secretary was 
grave and had led indirectly to an export of specie and a contraction of the 
local credit. However, the directors stated, apart from the receiver of the 
largest loan of about Rs 11 lakhs none of the other large borrowers were in 
any way connected with the direction of the bank. 

The directors also claimed that no part of the proceeds of the large loans 
adverted to was directly taken out of the bank in specie nor did the partie? 
who obtained the loans export any specie to Calcutta. However, the bank 
admitted (or pleaded in extenuation?), it had no way of preventing specie 
from being withdrawn from its coffers once loans had been advanced. It 
was to stop the abstraction of its specie that the bank restricted its 
advances and raised its interest rates from time to time, though unwillingly. 

Though the large advances made in September 1851 could have given 
the first impulse to the crisis which followed in October, there were other 
causes influencing the export of specie to Calcutta. The directors alleged 
that after September specie had continued to be exported not for 
speculation in government securities but ‘partly for exchange operations 
and partly in consequence of a long continued scarcity of money among 
the native money-lenders in Calcutta which [had] led to a considerable 
drain on those in Madras’. 

It was to this drain of about Rs 6 lakhs and a further Rs 6.5 lakhs paid to 
the Treasury in exchange for bank notes from September to January that 
the restriction in loans to the mercantile community could be attributed. 
Since, according to the directors, the Bank of Madras faced competition 
from the Agra Bank and the Oriental Bank it could not set any interest rate 
it pleased. Actually the directors pointed out, interest rates had been on 
the rise for some years, as the following figures would show: 
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Average rate of interest 
(per cent per annum) 


Rs a p 
1848 5-140 
1849 6- 8-5 
1850 _ T- 7-2 
1851 9- 6-2 


But these rates were not in excess of those charged by the Agra Bank. 
Rebutting the charge that the management of the bank was shortsighted 

and favoured the leading mercantile firms, the bank stated that 

for the last four years, the number of mer¢antile directors [had] not exceeded four, thus 


forming a minority of the Board and it would be unfair to throw on that minority the whole 
mismanagement of the Board. 


The difficulties to which the bank had been exposed could be easily 
alleviated by government action, the directors claimed and did not justify 
the withdrawal of the bank’s charter. But so far the government’s attitude 
towards the bank, they alleged, had been one of hostility. The course 
pursued by the government towards the bank had materially tended to 
aggravate its embarrassments. On every occasion of pressure the Treasury 
had thought it fit to reduce its stock of notes below even the amount 
required for its convenient and smooth operation. If it was argued that a 
well regulated issue of paper by the government as a substitute for the 
hundi or the Accountant-General’s bill would largely facilitate commerce, 
the bank could not ‘perceive that there was one feature of this amelioration 
which would not accompany the notes of the Madras Bank as completely 
as would attend an issue of Government Notes’. 

Faced with the threat of the withdrawal of its charter, several proprietors 
resident in England also took up the issue of the management of the bank. 
If the threat materialized, they might be losers by Rs 6,00,000. In order to 
avert sucli a measure and ensure greater efficiency in future the proprietors 
suggested that the directors be paid for attending meetings and that one 
director should attend the bank for at least two hours a day.**° Meanwhile, 
the proprietors resident in London resolved that, if need be, they would 
wait upon the Court of Directors and the Board of Control to give such 
explanations as might avert the threat of the withdrawal of the charter and 
to impress the Court with the fact that during the whole period of the 
bank’s existence it had suffered, more or less actively, the hostility of the 
government. 

When approached by the proprietors the board stated that although the 
payment of directors for attending meetings was desirable, there were just 
then no funds for the purpose. They suggested that the views of the 
proprietors might be carried out when the dividend rate rose to 6 per cent 
per annum. 
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The Court of Directors, in their communication dated 25 October 1852, 
took as severe a view of the proceedings of the Bank of Madras as the 
Madras Government. They pronounced that the bank directors must 
have known that at a time when the ordinary rate of discount in India was 
6 per cent no individual would be disposed to pay 9 per cent for money for 
legitimate commercial purposes. With such lending practices the existence 
of the bank might cause positive injury to the presidency. 

However, the Court did not permit the government to undertake the 
issue of paper money, encashable at its chief Provincial Treasuries. This 
would involve a responsibility which the Court was unwilling to allow the 
government to assume. Thus, at least on the surface, the Bank of Madras 
was saved by the conservative attitude of the Court of Directors with 
regard to the direct issue of paper money by the government. The Court 
also refused to revoke the charter of the bank. 

The censure of the mercantile directors by the Government of Madras 
and then by the Court of Directors gave rise to difficulties in filling up all 
the vacancies in the direction of the bank. Three mercantile directors, viz. 
George Arbuthnot, Thomas Key and J.B. Jauncey, resigned in March 
1852 in protest against the judgement of the government that mercantile 
directors as a class were necessarily unfit to serve the Bank of Madras, 
inasmuch as they were supposed to serve other interests than those of the 
public. 

After this, repeated difficulties were experienced in filling vacancies in 
the bank direction, since not a single name was proposed at the General 
Meetings of the proprietors held between 12 December 1852 and 13 
February 1854. R.O. Campbell (then of Binny & Co.) was elected a 
director at the meeting of 13.2.54 but declined the office; James Thomson 
accepted it only under protest. He stated that the directors had been 
‘unjustly and unconstitutionally censured by the Government’ and the 
latter’s interference had gone beyond the right the government enjoyed 
along with other proprietors and under the charter of the bank. 

The Bankers’ Magazine, in its issue of April 1854, had this comment to 
offer on the operations of the Bank of Madras: 


This bank is in a curious position. Three several meetings of proprietors have been called 
for the purpose of filling up vacancies in its direction but called in vain, no party having 
presented himselfas a candidate for the office. It appears that the disinclination of qualified 
persons to sit at the board arises from an offensive letter addressed to it by Government 
some year or two since. Folks do not like putting themselves in the way of another affront of 
the same nature. While they are discussing the question 9t their relation towards the state, 
we hope that the shareholders will not neglect to take steps for the removal of the disability 
under which the bank labours in respect of its business. Power to extend the field of 
operations, at the discretion of the directors, ought to be had. The bank has a plethora of 
unproductive cash, apparently perennial; and is in consequence, but a poor paying 
concern. Were ii suffered to deal in exchange and other business now denied to it, the 
+half-yearly balance sheets would soon show a different result. 
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Thus, the lure of exchange banking was dangled before the Bank of 
Madras shareholders soon after the Bank of Bombay had explicitly applied 
for such an extension of its activity. 

The charges regarding the purpose of the large loans to Binny & Co. 
cannot be directly verified from the records. But it is important to notice 
that a James Ainslie was a partner of Binny & Co. at the time the loan was 
made and specie was allegedly shipped to Calcutta,’’ and that Colvin 
‘Ainshe Cowie & Co., of which a William Ainslie was a partner in 1851, was 
the agent of the Bank of Madras in Calcutta. So it is not unreasonable to 
presume a connection between borrowings from the Bank of Madras by 
Binny in Madras and various speculative operations on its behalf by 
Colvin Ainslie Cowie & Co. in Calcutta. 

Faced with all these adverse factors in the business environment of 
Madras and with the oligopolistic restriction of its loans and rates of 
interest practised by the commercial directors the Bank of Madras naturally 
did not make a large profit, as is shown by the figures in Annexure 16.1. 
Profits were particularly low from 1846 to 1849, They were quite high in 
1851 and the first half of 1852. Both larger investments (see Annexure . 
16.2) and higher rates of interest helped raise rates of profit in this 
one-and-a half vear period. 

Directors, particularly commercial directors, sought to raise both the 
investible capital and the profits of the bank by raising the note circulation. 
The average monthly note circulation throughout the period 1848-53 
remained below Rs 15 lakhs (see Annexure 16.2). The mercantile directors 
thought that this situation was remediable through government policy but 
the government thought otherwise. We shall cover this controversy in 
some detail in Chapter 17. 


16.7 Other banks in Madras Presidency, 1843+52 


For civil and military European officers in the interior of India the 
failure of the big agency houses in Calcutta left a void. They could neither 
invest their savings in such houses without the risk of again being defrauded 
nor could they find bankers who would lend them money. 


By the failures of the large agency houses, all the married men were ruined, hundreds of 
widows and orphans were left dishonoured, to the great loss and serious distress of those at 
home: numbers were prevented from retiring from the service, by which promotion was 
greatly impeded, and the orphan and other funds suffered much injury.** 


‘The Agra and United Service Bank was founded at Agra in 1833 to fill the 
gap created by the failure of the Calcutta agency houses. The Madras 
presidency, while poor in other respects, was rich in terms of the British 
military establishment maintained there, and it was but logical that the 
Agra Bank should extend its operations to that place. As it happened, an 
agency of the Agra Bank, under the management of J.I. Geddes, was 
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opened at Madras in 1843, the very same year the Bank of Madras was 
established.*° 

According to its usual practice elsewhere, the Agra Bank agent in 
Madras was advised by a local Committee of Gentlemen. In 1846 the 
committee consisted of Captain A.C. Anderson, Brigade Major, Queen’s 
Troops; Captain W. Shelly, 2nd Native Veteran Battalion; and W. Liddell. 
At that time, the Agra Bank branch granted interest at 4 per cent per 
annum on fixed deposits with a term of three months and at 5 per cent per 
annum on those fixed deposits with a duration of six months which were 
lodged by shareholders and public funds of the services. In addition to the 
usual business of discounts and loans and cash credits it lent to private 
individuals for terms of five years. In actual fact, the business of the branch 
at Madras consisted predominantly of loans to individuals and to regi- 
mental officers for the purpose of purchasing the retirement of officers.’ 
The loans were often on personal security, backed by policies of insurance. 

The next bank to open a branch at Madras was the Oriental in 1846. 
The Oriental Bank allowed interest on current deposits at 2 per cent per 
annum, on fixed deposits, subject to 30 days’ notice, at 3 per cent per 
annum, and on fixed deposits, subject to 60 days’ notice, at 4 per cent per 
annum. It charged a quarter per cent commission on the purchase and 
sale of Indian and other government securities. The branch was really 
opened as a feeder to the business of the bank in Ceylon, where the 
Oriental later acquired the status of a government bank with its notes 
being received for public payments. The Oriental naturally engaged in 
exchange business between India and Ceylon. 

The aggregate transactions of the Agra and the Oriental with the Bank 
of Madras for the half-year ending in 31 December 1846 were as follows: 


Agra Bank Rs oa 


Current drafts | ,76,067—3- : 

Receipts 1 ,31,172-3-10 

- Cash credit a/c drafts 20),097—2— 1 

Receipts 27,625-0— () 
Onental Bank 

iurrent drafts 4,10,051-6— 6 

Receipts 4,30,051-6-— 6 


(The records do not indicate whether ‘current drafts’ meant withdrawals 
or remittances or both.) 


These figures are a fair index of their business, since neither bank had a 
note issue or a bullion reserve. According to Birch, the total business of the 
Oriental Bank for six months in 1846 did not amount to even three days’ 
business of the Bank of Madras. The Agra Bank’s business was pro- 
portionately even smaller. Moreover, it would appear that the Oriental 
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and the Agra Bank engaged mainly in business which was denied to the 
Bank of Madras by its charter. Thus, it would seem that the question of 
rivalry between the Bank of Madras and the other two banks or with other 
financing institutions did not really arise. 

This conclusion, however, has to be partially qualified. In the first 
place, all the major agency houses (mainly about four or five) conducted 
banking business. As we have mentioned before, Birch noted that up to the 
beginning of 1847 no bill (except government bills) endorsed by any of the 
leading agency houses found its way into any of the three banks. This 
indicated the opulence of some of the agency houses. It also indicated a 
situation in which business flowed along certain exclusive channels, 
guarded, as far as possible, from the interested gaze of rival merchants 
represented on the boards or committees of the banks. It was said to be an 
advantage enjoyed by the Oriental Bank that its business was managed by 
a single manager and not by a local committee, so that merchants applying 
for loans to it did not have to fear their business secrets being leaked to 
competitors. 

‘hus, the Bank of Madras had to relinquish to the agency houses and to. 
the two other bank branches not only business which was forbidden by its 
charter but also legitimate business that was conducted by those firms or 
individuals who were afraid of exposing their affairs to the scrutiny of the 
mercantile directors represented on the board of the Presidency Bank. 
And, of course, in periods of restriction on or suspension of the business of 
the Bank of Madras, rival institutions could and did make hay. For 
example, the Madras branch of the Agra Bank was reported*' to have 
earned a profit of Rs 89,000 during the last half of 1849. This profit was 
realized at a time when it was estimated that the Agra Bank branch 
employed Rs 17 lakhs, the branch of the Oriental rather more, the Bank of 
Madras more than Rs 50 lakhs (paid-up capital plus notes issued plus 
deposits) and agency houses represented on the Madras Bank direction 
together employed about the same amount in making advances and giving 
discount on produce. (Besides them there were, of course, Indian bankers.) 
Thus the Bank of Madras was not alone in oscillating between dizzy 
prosperity and extreme depression in a city bedevilled by harvest cycles, 
depression in trade in primary products and a _tribute-remitting 
government that was hand in glove with a grasping community of alien 
traders. 


Il. 


13. 
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. Anthenacum, 6 November 1845, as quoted in Allen’s Indian Mail, vol. III, no. 43, 24 


December 1845, p. 746. 


. Tamil Nadu Archives, Financial Department Consultations, 24 December 1844, 


Governor’s (Lord Tweeddale’s) minute dated 7 December 1844, Enclosure A. 


. It appears from a minute dated 30 October 1844 by Henry Chamier, in Tamil Nadu 


Archives, Financial Department Consultations, dated 24 December 1844, that the 
bank had already, on 2 January 1844, remitted Rs 12 lakhs to Calcutta for investment 
in government securities. 


. Tamil Nadu Archives, Financial Department Consultations, serial no. 98, 24 December 


1844,. minute of Henry Chamier dated 30 October 1844. 


. Not all government directors were regular in their attendance at the weekly meetings, 


and many of them regarded the duty as an extra burden added to their already heavy 
responsibilities. General Gough and A.I. Cherry, for example, resigned their seats on 
the board. 


. Tamil Nadu Archives, Financial Department Consultations, serial no. 125, Fort St. 


Gearge, 1! March 1845, no. 27 (letter from J. Heyman, acting secretary and treasurer, 
Bank of Madras, dated 12 February 1845). 


. ‘Tamil Nadu Archives, Financial Department Consultations dated 18 February, letters 


dated 12 and 18 February 1845, from J. Heyman to the Chief Secretary, Fort St. 
George. 


. Tamil Nadu Archives, Financial Department Consultations, Fort St. George, 25 


February 1845 (Accountant-General’s Office, dated 20 February 1845, no. 54), letter, 
from J. Orr to J.F. Thomas, dated 20 February 1845. John Orr was a director of the 
Bank of Madras in 1844 but not in 1845. 


. Tamil Nadu Archives, Financial Department Consultations, Fort St. George, 25 


February 1845, no. 115, Resolution of the Governor in Council. 


. The Governor’s comments derive significance from the fact that the years from 


1339-40 to 1848-49 were characterized by an irregular series of surpluses and deficits 
in the Madras Government budget—three years out of ten evincing deficits and the 
rest surpluses. These surpluses were generally small, and could not obviously be 
counted upon. See Banerjea, Indian Finance in the Days of the Company, p. 107, and 
Statistical Abstract for British 2ndia 1840-1865, Table 6. The net imports of specie into the 
Madras Presidency from foreign countries during these years were also rather small, 
although Madras had generally a substantial surplus in its merchandise trade account. 
In fact, in the years 1843 to 1847 there were substantial net exports of specie to foreign 
countries from the Madras Presidency, and this may have been a contributory cause of 
the specie crisis during these years. (For figures of imports and exports of merchandise 
and treasure from each presidency of British India see, Stattstzcal Abstract for British India 
1840-1865, Tables. 27 and 31.) | 

Tamil Nadu Archives, Financial Department Consultations, 5 March-27 May 1845, 
no. 145, Fort St. George, Resolution dated 8 March 1845. 


. Tamil Nadu Archives, Financial Department Consultations, dated 18 March 1845, 


Resolution no, 155 dated 12 March 1845. 

Tamil Nadu Archives, Financial Department Consultations, Fort St. George, 10 June 
1845, no. 895. Letter dated 17 May 1845 from j. Dorin to the Chief Secretary to 
Government, Fort St. George. 


422 / The Evolution of the State Bank of India 1806-60 


14. 


15. 
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18. 


20. 


21. 


22. 


23. 


Tamil Nadu Archives, Financial Department Consultations, serial no. 129, Fort St. 

George, 18 November 1845, no. 646. 

Tamil Nadu Archives, Financial Department Consultations, Fort St. George, 23 

September 1845, no. 307. Letter from T.V. Stonhouse to J.F. Thomas, Chief Secretary 

to Government, Fort St. George. 

Tamil Nadu Archives, Financial Department Consultations, serial no. 132, Fort St. 
George, 13 January 1846. ) 

See, for example, Tamil Nadu Archives, Financial Department Consultations, (a) 17 

February 1846 no. 26 (letter dated 23 January 1846 from Government directors to 

Chief Secretary to Government, Fort St. George). (b) 3 March 1846, no. 25 (letter 28 

February 1846, from R. Hunter, secretary and treasurer, Bank of Madras, to J.F. 

Thomas, Chief Secretary to Madras Goverment); and (c) 29 June 1847, no. 7 (letter 

dated 3 June 1847 from Robert Hunter, secretary and treasurer, Bank of Madras, to 

J. Thomas, Chief Secretary to Madras Government, in response to observations 

contained in the despatch dated 16 December 1846 of the Court of Directors of East 

India Company). 

Colvin Ainslie Cowie & Co. acted as Bank of Madras agents in Calcutta and Robert 
Hunter, in his letter dated 28 February 1846 to J.F. Thomas, Chief Secretary to 

Government, Fort St. George, quoted the following excerpt from a letter of this firm, - 
dated 17 February 1846: 


You are doubtless aware that in the present position of our market for the 
disposal of Government paper, some considerable time will be requisite before 
we can dispose of the Notes placed in our hands and the proceeds of which must 
go in the first instance towards the uplifting the 320,000 Rs notes retained by the 
Bank, here—and these again will require time and caution to dispose of without 
submitting to undue depreciation in value. So that we do not see any probability 
of our being able to remit any specie to you by our ensuing Government steamer 
on the 8th proximo. 


It 1s to be noted that the Bank of Madras maintained a cash credit account with the 
Bank of Bengal, primarily for the purpose of dealing in government securities and 
specie. 


. Tamil Nadu Archives, Financial Department Consultations, 24 December 1844, 


no. 22. 

The government wanted to know why the official directors had failed to warn the 
higher authorities about the impending specie crisis sufficiently in advance. The 
government directors replied that an account of the liabilities could be drawn up only 
at weekly intervals as otherwise normal work would have to be interrupted, and so they 
themselves were unaware of the changes in the specie-to-liabilities ratio except at 
weekly intervals. Furthermore, the depletion of the specie stock had taken place at such 
a rapid rate that there had not beex time to warn the government of the impending 
crisis before 12 March 1846. 

Tamil Nadu Archives, Financial Department Consultations, 17 February 1846, 
resolution no. 128. 

Tamil Nadu Archives, Financial Department Consultations, 29 June 1847, no. 7 
(letter dated 3 June 1847 from Robert Hunter). 

Quoted in ibid. It is interesting that the Court in the same despatch wanted to know 


24. 


20. 


26. 


27. 


28. 


29. 


30. 
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what ‘cash credits’ in the accounts of the Bank of Madras meant. The directors 
explained that cash credits were ‘credits given by the Bank in favour of Firms or 
Individuals empowering them to draw for certain sums upon the security of the 
Company's paper lodged with the Bank’, 

On the trend of prices of basic foodgrains in the Madras Presidency in the relevant 
years sec, Srinivasa Raghvaiyangar: Memorandum on the Progress of the Madras Presidency, 
pp. c-cvii; and Sarada Raju: Economic conditions in the Madras Presidency, chapter XV. 
{bid. The Statastical Abstract for British India 1840-1865 quoted in note 10 above apparently 
fails to give a correct picture of bullion exports for all the years. 

Tamil Nadu Archives, Financial Department Consultations, 1846, serial no. 131, 3 
March 1846 to 21 April 1846. 

Tamil Nadu Archives, Financial Department Consultations dated 23 February to 28 
March 1847. 

Athenaeum, 13 March 1852, as quoted in Allen’s Indian Mail, vol. X, no. 195, 14 April 
1852, pp. 223-24. 

Tamil Nadu Archives, Financial Department Consultations, Fort St. George, 23 
November 1847, letter dated 14 October 1847 from the government directors of the 
Bank of Madras to J.F. Thomas, Chief Secretary to Government, paras. 9-12. 

We do not know exactly who these people were or the purposes for which they 
borrowed. But military officers probably figured largely among them. They needed 
money to buy commissions in the army, and their habits of saving apparently needed 
considerable encouragement. There was a voluminous correspondence between 
Lt. Colonel R. Alexander, Adjutant-General of the Army in Madras, the Government 
of Madras, and the Government of India, on the desirability of setting up branche 
savings banks of the government in order to encourage ‘the economy and sobriety’ of 
the European soldier and to induce the Indians to keep their savings in the form of 
deposits in the savings bank rather than in insecure hoards of gold or jewellery. See, 
JOR, India Financial Consultations, 24 February 18+]. Again, when the government 
wanted information from the Agra and United Services Bank about their operations in 
Madras in 1847 John Innes Geddes, the Madras Agent, replied that he received help 
from a committee of three men, viz. Captain A.C. Anderson, Brigade Major, Queen’s 
Troops, Captain W. Shelly, 2nd Native Veteran Battalion, and W. Liddle, Esq., who 
favoured him with their opinion on members of the services applying for loans from the 
bank. See, Tamil Nadu Archives, Financial Department Consultations, 1847, serial 
no. 149, 19 October to 23 November, letter dated 16 October 1847 from T.V. 
Stonhouse, Accountant-General to J.F. Thomas, Chief Secretary to Government, Fort 
St. George. 


. Allen’s Indian Mail, vol. X, 17 February 1852, p. 97. 
. Tamil Nadu Archives, Financial Department Consultations 1847, serial no. l44, 23 


February to 28 March 1847. Z 


. Tamil Nadu Archives, Financial Department Consultations, !847, serial no. 148, 7 


September to 12 October 1847. 


. Tamil Nadu Archives, Financial Department Consultations, 23 November 187, no. 


15. 


. [bid. Underwood dissented from his colleagues, T.V. Stonhouse and A.I. Cherry, on 


several issues. 
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36. 


4}. 


Incidentally, a government query elicited the information that of 82 meetings of 
directors held between | January 1850 and 30 June 1851 government directors 
attended the following number: 


T.V. Stonhouse 5 
W.E. Underwood 76 
S.D. Birch 69 


. The House of Binny, p. 50. 

. Cooke: Banking in India, p. 207. 

. Ibid., p. 209. 

. Most of this information relating to unchartered joint-stock banks was gathered at the 


time of the Government of India’s enquiry into the desirability or otherwise of 
regulating the activities of such banks through such legislation. See the letters of S.D. 
Birch, government director, Bank of Madras, T.V. Stonhouse, Accountant-General, 
J.T. Geddes, Agent, Madras branch of the Agra and United Service Bank, and Peter 
Rankin, Acting Manager, Madras branch of the Oriental Bank, in Tamil Nadu 
Archives, Financial Department Consultations, serial no. 144, 23 February to 28 
March 1847, and 9 April to 11 May 1847. (The information was gathered from 
October 1846 onwards, and mainly related to the year 1846.) 

Extract from the Athenaeum quoted in Allen’s Indian Maiti, vol. VIII, no. 144, 9 March ° 
1850, p. 133. 


6 ZIG = =—s-HB zc i COIMG «HL CBIME «eel Ig Jaquisoaq] 
01 3 aun Zc8I 

Ol Z1 018 TAG ZI OZ Ol 2198 sg ZIac IcgI Ol 1g Joqui20aq] 
01 Of oun’ 1¢gt 

E [1%Z g 0129) 6=— GSO I'L Ss Ls GCSB i [g Joquizseq 
L OE aun o¢st 

L L 9 9 Wel AB 0 ¢ Cc 6hB8I =%C [¢ Joquis20q 
9 Of aun’ 6+81 

wA9 109 ZAC go ¢ Al %/8 019 $ GOE BPI C Ig 12quiazeq 
¢ O¢ aunf{’ 4g 

6 11Oz 48 %01%G WAOl ZlO%™s WAI OLE LEI ¢ [gtaquiavaq] 
9 Of aunf{’ 7481 

"AB TAG OV L %el 6%9%9 “6 ILL 9 LC FBI ) [¢ Jequiasoq 
%A9 Og aunt 991 

%9 A149 "9 LAG %L TAQ 01 / GC Q9%F CHI %9 1g Jaquisz0q 
&A9 O€ aun’ cre 

%”S ZAC 01¢ ¢ c 9 9 t t FBI «—-% 1¢ Jaquizvaq 
tA9 3 oun{ $481 
9 y tAC AC 9 9 C . SrBl %~AE 1g Jaquiaseq] ¢ HB! 

uvayy aduny uDayy aduny uDayy aduny = ua au sag pt 
SUH ys) SUDOT SN aoaug stg tusuusa205) puapiag 
pebspyo jsaszqur fo saqoy paduvya ysacaqur fo saoy Furpus 1094 -f70F] 


(unuun 29d sadpjuarsad ut sandy) 
CO-ERRI ‘sospoyy fo yung ays G padinys jsasaqur fo sazoa pun prog spuapraiq] 


[QO] onxouuy 


‘CC—-4C| “dd ‘oipuy ur duryung :ayoory 3VINOS 


, 6 O€ aunf{’ 7981 
8 11 O¢ 8 11m ¢ Ol G1 OL £ Q1%F 1981 ¢ 1g Joquies2q 
8 0€ aunf’ 1981 
78 1199 tL 01% %6 GOV £ 691C 0981 c [¢ Joquiasaq 
76 O€ aunf{’ 0981 
6 Z1 019 g Hoc ol ¢198 YY OLE ESBl WA 1 Jaquiz9aq 
Ol O€ aunf’ 6¢8I 
tA 1199 tl 01%  %6 11%g jo LF gBcBl ) 1§ Jaquiaseq 
~ Ll O¢ aunf’ gcgl 
's 6 TL Oz 8 0129 86 1T2g “Sc LOP CBI Zl [§ Jaquissaqq 
3 ¢ Of aunf’ /cg] 
S zA6 €1919 tA8 ZI9I¢ = AG ZI%L «HL ZOE -9CBI ¢ [¢ Jequiasaq 
“s rA| Of aun{” 9¢g] 
Ro zA6 11 91g g 01019 Ol 218 8 O1%9 scsI OI [§ Jaquisz99q] 
Pe | 8 06 — aunf’ ¢¢8I 
S %A9 £09 Web game %A9 go1¢ 6 SOE PBI ¢ 1§ Jaquiasaq 
2 ¢ 0¢ aunf $8 
> 9 9 ¢ ¢ 9 £9 ¢ ¢ ec8l %APr [¢ Jaqui909q 
g b 3 ounf’ ¢cgl 


uvayy asuny uDayy asuny uDayy’ asuny = ua adupyys—issaSCCéptv 
SUpae’) YsDD SOOT SIN sag SUG tuauusano’) Puapiaiy 
padanya jsasaqur fo saoy passnyo ysasaqur fo soy Surpua svaf -fyopy 


panutjuos |G] ainxauuy 


426 / The Evolut 


Early days of the Bank of Madras / 427 
Annexure 16.2 


Bank of Madras: Maximum, minimum, and average of investments and note circulation, 1843-61 


(figures in Rs) 
INVESTMENTS CIRCULATION 
Date Maximum = Minimum Monthly Maximum Minimum Monthly 
average average 
1843 24,19,199 16,89,555  20,91,397 n.a. n.a. n.a. 
1844 35,09,405  17,17,503 26,71,932 n.a. n.a. n.a. 
1845 34,61,889  29,71,211 32,72,089 na. n.a. n.a. 
1846 37,89,417 23,83,496  32,60,315 n.a. n.a. na. 
1847 38,29,730 21,67,042  30,95,020 n.a. n.a. n.a. 
1848 33,55,117  26,48,770 31,62,788 16,12,600 13,31,850 14,80,610 
1849 35,59,660 25,84,691  31,28,443 15,19,025 10,86,605  13,24,366 
1850 38,90,116 29,70,107 33,56,446 17,30,485 10,35,970 = 12,85,512 
1851 43,27,965 31,09,143 36,93,983 15,65,480 10,26,735 11,99,641 
1852 42,.69,195  23,73,773  32,11,711 =17,26,700 =-11,26,125  =—:13,69,145 
1853 32,46,470 22,85,668  26,85,383 19,11,960 11,87,020 14,74,649 
1854 36,45,739 =26,79,884  32,27,582 18,95,910 13,59,655  15,70,886 
1855 45,63,761 36,47,104 40,19,666 18,19,905 10,49,900  13,32,656 
1856 44,40,851 24,42,971 34,19,323 22,52,840 12,72,035 16,06,000 
1857 36,86,544  24,51,525 31,02,378 21,08,410 14,14,345  17,16,565 
1858 48,60,645 = 25,54,220 38,44,742 20,51,530 12,62,490 16,40,521 
1859 49,54,797 37,25,695 44,46,864  26,99,470 13,21,125 19,17,249 
1860 52,85,513 30,00,617 39,55,416 30,14,275 17,43,050 24,37,740 
1861 47,08,604 29,10,016 37,19,756 28,48,610 14,81,770 19,81,841 


SOURCE Cooke: Banking in India, pp. 156-59. Figures have been rounded off to the nearest rupee. 
n.a.— ‘ot available. 


Chapter 17 


The Bank of Madras, 1853-1860: 


profits, notes and stagnation 


17.1 The depression of 1852-54 and acquisition of new business in 1854-55 


Thanks to the large volume of advances and the high rates of interest 
charged, the gross income of the Bank of Madras touched Rs 3,49,135 in 
1851 and the net income came to Rs 2,86,835 (see Table 17.1). These were . 
the highest figures recorded between 1843 and 1851. Income fell from 
these heights in 1852; and in 1853 gross and net incomes, at Rs 1,71,430 
and Rs 1,24,753 respectively, touched the lowest points for the decade of 
the 1850s. Gross and net incomes recovered only slightly in 1854, but from 
1855, net incomes of the Bank of Madras rose towards a new plateau: the 
lowest figure between 1855 and 1860, Rs 1,84,858 was recorded for the 
year ending in December 1858 and the highest, Rs 2,93,764, in 1855. 


Table 17.1 
Income and expenditure of the Bank of Madras 1847-60 (figures in Rs) 


Expenditure 


Year ending Gross income Net income 

in December 
1847 2,81 ,386 99,263 2,22,123 
1848 2,05,399 49,052 1 56,347 
1849 2,33,323 49,624 1 93,699 
185i) 2,80,074 50,377 2,29,697 
185i 3,49, 135 52,300 2,86,835 
1852 2,64,673 92,547 2,12,126 
1853 1,71,430 47,677 124,753 
1854 1 99,482 49,146 1 50,336 
1855 3,65, 164 71,400 2,93, 764 
1856 3, 12,963 50,551 2,62,412 
1857 2,46,260 96,966 1 89,294 
1858 2,72,175 87,317 1 84,858 
1859 3,42,266 64,993 2,77,273 
1860 2,95,698 68,835 * 2,26, 763 
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These improvements were aided mostly by a rise in advances rather than 
by any notable diversification of business. 

Over the years the importance of cash credits in the portfolio of the bank 
declined, and that of loans on deposit increased. But cash credits still 
remained far more important in the portfolio of the Bank of Madras than 
in that of the Bank of Bengal. For example, even in the year ending on 31 
December 1852 cash* credits accounted for Rs 7,00,077, as against 
Rs 11,83,861, for loans on deposit. 

The extension or diversification of the bank’s business probably suffered 
because of the lack of warehousing facilities for keeping goods—especially 
exportables—in safe custody. In 1854 the secretary of the bank addressed 
an application to the Governor in Council stating that difliculties had 
stood in the way of extending advances on certificates of deposit of goods in 
the East India Company’s Bonded Warehouse issued by the Collector of 
Sea Customs, and praying that 


the Governor in Council [would] do them the favour to move the Supreme Government to 
pass a short Act extending the present Warehousing Act (Act 25 of 1836) by provisions 
applicable to the Government Bonded Warehouse in Madras, similar to those comprised 
in Section 28, Act 5 of 1838, which [had] reference to the Bonded Warehouse Association of 
Calcutta. 


However, the Select Committee of the Legislature appointed to consider 
the question reported that since Act 20 of 1844 was already there the 
proposed legislation would not be necessary or expedient, as 


any warrant of certificate, signed by the Collector or Deputy Collector of Sea Customs for 
the delivery to any person or his order of goods under the Control of the Collector of Sea 
Customs in a public warehouse belonging to Government, would be a document of title 
within the meaning of that Act. 


The .Act of 1844 gave to 


agents in India in possession of goods or documents of ttle to goods, the same power to 
pledge them for bona fide advances made upon the security of them as agents In possession of 
goods, or documents of title to goods [had] in England. 

In fact they [gave] a greater right to the transferee of such goods on documents made by 
an agent, than the Bengal Bonded Warehouse Act or Section 5 of the proposed Act would 
give independently of them. 


The Select Committee refused to pass an Act directing that goods 
intended to be exported might be warehoused under Act 25 of 1836. They 
did not consider it an essential part of the duty of the government to take 
charge of goods in their warehouse, except where it was necessary or 
convenient for the collection of the duties of sea customs. 

Although the above application fell through, in 1854 the Bank of 
Madras acquired some business as the agent of the government. To 
promote the convenience of merchants the Chamber of Commerce sug- 
gested that arrangements be made for money to be received and paid by 
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the government through the Bank of Madras. In 1854 the Governor in 
Council agreed to allow the plan to go through on a trial basis for six 
months and, when the experiment threw up no special! difficulties, directed 
its continuation (in Minutes of Consultation dated 29.5.1855) on a per- 
manent basis, provided the transactions did not exceed Rs 4 lakhs. 

The next accretion of business to the Bank of Madras occurred when 
Act no. 27 of 1855 was passed to enable the Banks of Bengal, Madras and 
Bombay to take overt the business of the Government Agent in goverriment 
securities and shares in the three banks. A subcommittee was appointed 
by the Bank of Madras on 14 February 1854 to consider the draft of the Act 
published in the Calcutta Gazette. On the recommendation of the sub- 
committee the bank addressed a letter to the government stating the 
difficulties it had faced in the past in selling its government securities. On 7 
September 1843 the Bank of Bengal had informed the Bank of Madras that 
the legal adviser of the former had given it as his opinion that the bank was 
prohibited by charter from buying and selling government securities for 
the Bank of Madras. Furthermore, the Advocate-Genere! of India had 
given it as his opinion (on 25 December 1850) that the employment of a 
private agency for the same purpose was in contravention of the charter of 
the Bank of Madras. Thus, the bank was effectively precluded from 
realizing the value of its government securities in either of the markets of 
Bengal and Bombay. It had also been found that specie could not always 
be obtained in Madras by selling government securities when needed. 

“Hence, the Bank of Madras urged that the Supreme Government be 
solicited to permit an additional clause to be inserted in the proposed Act, 
authorizing the Banks of Bengal, Bombay and Madras respectively to act 
for each other in the transaction of their business in government securities 
and guaranteed railway shares and in making shipments of treasure, 
whenever such might be required: 

The Act, as passed, did not include any separate clause of the kind 
mentioned above. Presumably, the general authorization about taking 
custody of government securities, etc. and the selling or the purchasing of 
them on behalf of customers covered the mutual transactions of the three 
Presidency Banks. The Bank of Madras wanted a clarification from the 
Madras Government about the meaning of the Act as it was finally 
drafted, but received a rather ambiguous reply (in Minutes of Consultation 
dated 9 June 1855). In the opinion of the Governor in Council it was not 
the intention of the Legislative Council to authorize the three banks to 
enter into general exchange operations or to allow them to negotiate their 
own bills payable in England, ‘they having no agents there, nor any means 
of employing money which they might remit and keep in England for the 
purpose. 

More positively, in the opinion of the Governor in Council the intention 
was to authorize the banks to act according to the instructions of those who 
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employed them in England, and it was possible that the Act would authorize 
them to draw bills payable in England if they could make proper arrange- 
ments for getting their bills paid there—but only in pursuit of instructions 
given by their constituents. However, the Governor in Council could not 
pledge himself to the exact interpretation of the Act, for ‘that must be left 
to the construction of a Court of Law after the Act was passed’ and the 
bank must consult its own advisers about the right course of action. 

With regard to the assumption of the business of the Government 
Agent, the Bank of Madras received an offer from Coutts & Co. to act as 
the bank’s agents in London, long before the relevant Act was actually 
passed (the first offer being dated 25 July 1853), and it was repeated when 
the Act was on the point of being put on the statute book. 

The Bank of Madras also received a communication from the Bank of 
Bombay about the terms on which the latter proposed to do the agency 
business. It adopted very similar terms for its own customers, and came 
into arrangements for mutual accommodation with the Bank of Bombay— 
an evidence of co-operative (or collusive) action by the Presidency Banks. 


17.2 The credit stringency of 1855-56 and move to increase capital 


In 1855 there occurred one of those periodic booms in the demand for 
advances; as a result the bank raised its rates, but since the raising of the 
rates failed to arrest the drain on its cash reserves it had to impose 
restrictions on its business.’ Ordinarily the bank secretary had the authority 
to issue a lakh of rupees on a loan or cash credit. On 30 January 1855, 
along with the raising of the rates by 2 per cent at a time, the powers of the 
secretary were restricted to the limit of Rs 25,000. These restrictions were 
removed on 22 February 1855. On 15 March the restrictions were re- 
imposed and the power of the secretary was fixed at Rs 10,000; these 
restrictions continued until 15 May. On 21 June 1855 it was resolved that 
all existing cash credits and loans be renewed on the application of the 
parties, but that no new credit, loans or government discounts be granted 
to one party for a sum larger than Rs 5,000 by the secretary, and Rs 15,000 
by the directors of the week—and the directors should meet daily to 
consider applications. It was decided that even such advances be granted 
only ‘to the regular customers of the bank’—the public at large being 
refused accommodation. This state of affairs continued until 16 October 
1855, when the restrictions were withdrawn. On 8 January 1856 restrictions 
were again imposed, and Rs 50,000 was the limit assigned. On 2 February 
1856 advances were restricted to Rs 5,000, this amount to be given only ‘to 
the regular customers of the bank’. The restrictions were withdrawn on 26 
February 1856. 

The pressure in the money market in 1855 was accentuated by govern- 
ment loan cperations for financing the construction of the railways and 
other public works. On 15 March 1855 the Bank of Madras came to know 
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of a new Public Works loan being opened in Calcutta, and it was decided 
to raise the rates of interest and, discount by 2 per cent all round as a 
precautionary measure to stem the drain of specie. As we have noted 
earlier, the bank also imposed restrictions on the total amounts that could 
be borrowed by parties, and discontinued short loans; these restrictions 
were removed on 15 May 1855. 

The reimposition of restrictions on 21 June 1855 was induced by the fact 
that the government kept the loan open. On that day the bank received a 
telegraphic message from Bombay quoting 5 per cent-loan acknowledge- 
ments at 2 per cent premium and 4 per cent Company’s paper at a 6 per 
cent discount. ‘These prices caused orders for investments in government 
securities to be placed in Madras, and the bank decided to impose fresh 
restrictions to check the tide of a sudden rush for credit. 

Notwithstanding these restrictions and in spite of rates of discount on 
government bills and rates of interest on loans and cash credits being fixed 
at 9 per cent and the rate of discount on private bills at 10 per cent, the 
pressure on the bank continued. A deputation consisting of directors 
Arbuthnot, Lecot, ‘Tawse, Underwood, Ouchterlony and the president, 
waited on the government to remonstrate against the 5 per cent loan being 
kept open at Madras while it was closed against subscriptions both at 
Calcutta and Bombay. The government, however, turned down the request 
for closing the loan, and the restrictions on bank advances continued until 
16 October 1855. 

In 1856 there occurred one of those periodic agitations on the part of the 
management of the Bank of Madras for extending its note circulation and 
an almost simultaneous movement for increasing the bank capital. We 
shall comment on the agitation for extending the note circulation in 
section 17.4. Here we confine our attention to the issue of the increase in 
the capital stock of the bank. On 16 February 1856 a meeting, convened by 
the Sheriff, of the “commercial and trading community’ of Madras resolved 
to memorialize the Governor-General in Council through the Governor of 
Madras to allow the capital stock of the bank to be increased from Rs 30 to 
90 lakhs.” The meeting was chaired by J. Ouchterlony, and the memorial 
was signed by Ouchterlony, J. Thomson, and 132 others. Thus, the 
leading agitators were precisely those European businessmen who had 
kept a tight control on the management of the Bank of Madras almost trom 
the very beginning, and who had excluded the general public fiom the 
accommodation of the bank at every period of pressure on the money 
market. 

The memorialists adduced the frequent need to put restrictions on the 
advances made by the bank, the disappointment with respect to both the 
note circulation (and public deposits) and the increase in the trade of 
Madras as reasons for their desire to see the capital stock of the bank 
increased. 7 
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The first reaction of the Governor, Lord Harris, was to recommend the | 
increase prayed for. However, some of the government directors argued 
against the move. No change in the bank capital took place until after the 
introduction of a government paper currency and the withdrawal of the 
right of note issue from the three Presidency Banks. 

The case against allowing an increase in the capital of the Bank of 
Madras in 1856/57 was perhaps best put by the Honourable Walter Elliot, 
member of the Council of the Governor of Madras, in his minute dated 30 
April 1857 on letters from the directors of the Bank of Madras on the 
subject:? 

.. | think itis but due to the shareholders to ascertain their views on a subject so directly 
affecting their interests. On looking at the signatures attached to the memorial I do not 
perceive it to be such a general representation of the trading community of Madras as I 
should have expected to find on such an occasion. 

The leading names are those of merchants, members of firms which have always 
monopolized the direction of the Bank’s affairs and still continue to do so. 

But [ miss many of the most respectable Second Class Houses, and most of the tradesmen 
of the place who have on former occasions addressed representations to Government 
complaining of the management of the institution. 

By the Act of Incorporation the Bank is obliged (sec XXVIIP) to have at least Y4 of its 
liabiliues immediately available in cash. If then the institution was in a healthy condition it 
ought to be able to provide for the useful employment of all its capital in excess of the above 
supulated proportion. 

But what is the fact? 

‘The liabilities having always been of less amount than the paid-up capital, a cash reserve 
of'6 to 7 lakhs would have been sufficient to meet the requirements of the Act. Instead of this 
it is generally five or six times that sum. 


At this point Elhot appended a return of the weekly statement of the 
a cash during the preceding five years. (In ‘Vables 17.2 and 17.3 the 

weekly Sgures for 1852 and 1856—both of them ‘normal’ years in terms of 
ie demand for credit—are reproduced.) Elliot then continued: 


During the whole of 1853 and 1854 this cash reserve ranged from 20 to 40) lakhs, the smaller 
sum being the exception, the ordinary sum ranging from 30 to 35 lakhs. The last return for 
the current month [that for 25 April 1857] gave the amount of specie in the Bank’s coffers at 
32,08,515, its liabilities at 31,94,264. Under such circumstances what would be the 
probable effect ofan increase of paid-up capital under the present system of management? 

I can only suppose that the amount of cash lying idle would be augmented from 30 to 40 
lakhs to 50 or 60 lakhs. 


Elliot could have added that under the condition postulated there 
would be a further fall in the average dividend declared by the bank, which 
had generally hovered around 6~7 per cent. This would have harmed the 
small or non-resident shareholders, while the large, resident shareholders, 
controlling the direction of the bank would more than make up what they 
lost in the way of dividends by the extraordinary profits they realized by 
(a) maintaining a large differential between the interest charged to them 
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Table 17.2 
Specie lying with the Bank of Madras in 1852 (figures to the nearest rupee) 


Week ending Specie Week ending Specie 
January 3 14,66,179 July 3 19,66,478 
10 11 ,82,374 10 19,86;522 
17 10,77,313 17 20, 76,113 
24 10,11,779 24 21,52,341 
31 9,11,936 31 22,62,079 
February 7 845,440 August ‘7 22,33,989 
14 832,757 14 23,26,305 
21 10,19,012 2] 23,50,785 
28 10,39,199 28 25,75,645 
March 6 14,37,657 September 4 25,32,784 
13 15,66,348 11 25,599,147 
20 18,50,002 18 25,75,085 
27 18,53,627 25 25,92,622 
April 3 22,411,902 October 2 26,32,036 
10 23,40,853 9 25,24,653 
17 24,05,431 16 25,92.378 
24 22,41 ,841 23 27,61,719 
30 29,45,699 
May ] 21,98,473 
8 21 85,538 November 6 30,20,820 
15 21,17,291 13 27,90,963 
22 20,70,858 20 28,66,300 
29 21,97,243 2/7 31 85,088 
June 5 22, 10,920 December 4 32,96,712 
12 21,21,532 11 32,598,233 
19 20,42,252 18 32,51 833 
26 20,22,094 25: 35, 13,157 
3] 34,47,560 


by the bank and the profits they made, and (4) monopolizing the bank 
credit in times of pressure. 
Elhot continued: 


I have no hesitation in ascribing the unsatisfactory condition of the establishment to bad 
management. The Direction is notoriously a monopoly in the hands of the four or five 
leading firms of Madras. 

The great proportion of the independent shareholders are non-resident. They keep their 
accounts with one or other of the firms above mentioned, and have armed them with 
powers to draw their dividends and to transact all business connected with the Bank on 
their behalf. 

On several occasions the independent proprietors have tried to return Directors in 
opposition to the wishes of the Mercantile Directors, and the question has been warmly 


The Bank of Madras, 1853-1860 / 435 


Table 17.3 
Specie lying with the Bank of Madras in 1856 (figures to the nearest rupee) 
Week ending Specie Week ending Specie 
January 5 18,37,907 July i) 29,18,555 
12 15,17,470 12 31 ,09,504 
19 14,33,059 19 30,89,591 
26 14,11,546 26 32,30,895 
February 2 14,77,833 August 2 36,88,566 
9 14,63,868 g 39,05,615 
16 15,78,497 16 38,62,896 
23 17,16,569 23 38,55,728 
30 40,14,325 
March | 17,77,926 
8 18,94,007 September6 39,76,102 
15 17,65,586 13 38,84,379 
22 17,12,953 20 37,60.783 
29 16,88,982 27 40),65,504 
April 5 19,43,453 October 4 40,41 ,002 
12 17,99,085 1] 41,313,400 
19 18,07,009 18 46 43,695 
26 19,32,603 25 45,12,717 
May 3 22,51 ,099 November | 43 80,338 a 
10 19,88,539 8 42,15,22) 
17 19,34,609 15 40,59,881 
23 22,599,585 22 40),55,827 
3] 21,63,347 29 42,21,678 
June 7 34,02,212 December 6 40,17,828 
14 26,05,817 13 39,45,503 
21 27,591,434 20 39,49, 121 


27 29,26,241 


discussed in the local journals. But the struggle on the part of the former appears generally 
to have been unsuccessful. At the very last election of a Director (in June I think) a native 
proprietor was put forward as a fit person to represent the section of the proprietory to 
which he belongs, and although supported by all the independent proprietors, European 
and native, he was rejected by an equal number of votes of the mercantile Directors, and 
their partners, the Chairman, himself a Director, and a member of one of the exclusive 
firms, giving a casting vote. | 

Elliot ascribed the restricted business of the bank to the want of con- 
fidence among the general run of merchants in its management: 
It arises not only out of the undue facility for serving themselves possessed by such a body of 
Directors as govern the Bank of Madras, but also out of the dislike which persons engaged 


in trade naturally have to expose their private affairs when seeking accommodation to the 
cognizance of the leading members of the mercantile community, with whom they must be 
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continually engaged in credit transactions. This feeling. I know, does keep away customers, 
and has induced many constituents to close their accounts and transfer them to other banks 
in which secrecy is observed. 

No doubt also the greater facility for transaction of business in matters of exchange, 
remittance, etc. and in freedom from the three-monthly renewal of cash credits which is 
insisted on under the provisions of section XXIX of the Act of Incorporation and not 
required by other banks recently established, have drawn away much business from the 
Bank of Madras, and effectually excludes all up-country constituents from this species of 
accommodation. 

I apprehend therefore that the true remedy for the evils complained of, and which 
undoubtedly do exist, is to be found not in an increase of capital, but in a reform of the 
Direction. 


Elliot thought that a paid manager or director wholly unconnected with 
the trading interests of Madras and representing the proprietors, and a 
government director representing the interests of government, could 
enormously improve the management of the bank and increase its useful- 
ness to the general body of merchants, without any increase in its capital. 
But, of course, such a step could not be taken without fundamentally 
altering the constitution of the bank. 


17.3 Business of the Bank of Madras, 1856-60 


As a result of the assumption of new responsibilities beginning in 1855 
the general charges of the bank increased from around Rs 45,000 up to 
1856 to more than Rs 65,000 in December 1860. This does not seem to 
have been matched by any noticeable improvement in operational effici- 
ency. [he policy of the mercantile directors of monopolizing the advances 
of the bank at a low cost to themselves continued unabated. On 7 April 
1857 the secretary was given the discretion to discount the acceptances of 
mercantile firms and local banks at 2 per cent under the advertised rate for 
private bills. On 21 April 1857 his discretionary power was further increased 
to allow him to discount Mint Certificates and Court of Directors’ bills 
having short periods to run at 2 per cent below the usual rates. On 11 May 
1858 restrictions were again imposed on bank discounts and advances. 
Loans were to be granted up to Rs 50,000 only to any one applicant and 
private bills of any one applicant were to be discounted up to just Rs 5,000. 
On 18 May 1858 the restriction on loans was removed but the restriction 
on private discounts was not removed until 6 July 1858. On 23 February 
1859 precautionary measures were adopted in view of the conditicns of the 
money markets in Calcutta and Bombay, especially in the latter. New 
loans and cash credits exceeding Rs 20,000 were to be reterred to the 
directors of the week. This measure continued until 17 May, when the 
limit on loans was raised to Rs 30,000, and on 31 May 1859 all restrictions 
were removed. 

The bank was particularly plagued in the first half of 1858 by bad debts. 
The firm of Ashton Richardson & Co., which had enjoyed bill discounting 
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facilities first up to Rs | lakh and then up to Rs 50,000, failed to meet its 
obligations, owing to some speculations with Australia having come unstuck 
(according to the firm’s representation). One of the government directors 
alleged that the prevailing system had 

enabled a few parties in trade by lending their names to each other, some of them at the 


time being insolvent, to draw large sums from the Bank and by which mode of conducting 
business the Bank [would] lose considerably. 


The following is the statement of the unsecured, overdue bills as on 30 
June 1858: 


Rs 

D. Rama Rao and Kenrick & Co. 3,500 
E. Atkinson and D.C.R. Dighton 4,400 
D.C.R. Dighton and Kenrick & Co. 1 544 
—do- 5,000 

C. Runga Charry and Kenrick & Co. 5,000 
S. Aumoogum and A. Cundasawmy 5,700 
D. Rama Rao and Kenrick & Co. 5,000 
Flynn Co. and Reilly & Co. 4,500 
Rs 34,644 


It would appear that barring only Rs 5,700 the rest of the bad debts were* 
incurred either by European firms singly or European firms supported by 
Indians (their banzans or dubashes?). The prospect of recovering these debts 
being bleak it was decided to write off the whole amount to debit of profit 
and loss. 

Several other instances of this kind are recorded in the bank minute 
books. In many cases the bank was compelled to write off the whole 
amount as bad debt, in other cases it placed the matter in the hands of its 
solicitors. 

The Mutiny of 1857-58 left South India untouched, and it had little 
impact on the business of the Bank of Madras. After the onset of the revolt 
several directors expressed their fear (on 26 June 1857) that ‘to keep so 
large a sum in the Bank as [was then] in its vaults [was] to offer a premium 
to crime’. On their suggestion all the bank’s specie in excess of Rs 5 lakhs 
was removed to the Fort, which was located on North Beach, very near the 
bank anyway. By March 1858 the Sub-treasurer wanted to be relieved of 
the custody of the bank’s cash. Apparently his request was granted but 
troops were posted in the bank as security guards. In April 1861 the 
Brigade Major, Centre Division, wrote to the bank asking for the with- 
drawal of their guard as soon as police guards could be substituted. 
However, the directors strongly deprecated the withdrawal of the military 
guard. The Government of Madras laid down that 
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establishments such as the Madras Mint and Bank of Madras—buildings which contain 
[ed] so. large an amount of public property [could] not safely be entrusted to ‘mere 
watchmen’ or police but eminently require [d] to be protected by a Military Guard. 


We have already noticed the suggestion by shareholders regarding the 
payment of a fee to directors as an incentive for paying closer attention to 
the bank’s business. At a general meeting held on 7 March 1859 the 
proprietors of the bank resolved that a fee of Rs 25 be sanctioned for 
payment to each director for his attendance at weekly board meetings. 
Consequently, it was resolved to increase the amount provided for charges 
of bank establishment from Rs 50,000 to Rs 75,000. However, the govern- 
ment at this date refused to allow the ex-officio government directors to 
receive the attendance fee. 

When James Wilson, in his search for new sources of revenue, decided 
to impose a new Stamp Act, the secretary and treasurer of the Bank of 
Madras sent a letter of protest (dated 21 May 1860) to the Legislative 
Council, a portion of which is worth quoting: 


The Council is doubtless aware that more than three-fourths of the operations of Indian 
banks resolve themselves into loans on the deposit of Government securiues. In the case of ‘ 
the chartered banks these loans are limited in duration to three months and if desired for a 
longer period, have to be renewed under a fresh agreement. The imposition ofa stamp duty 
on the Assignments used in this business, according to the scale in the bill, will theretore be 
very prejudicial to the interests of the Bank, the Public and the Government itself. 


17.4 Agitation for increasing note circulation 1843-52 


The promoters and mercantile directors of the Bank of Madras were 
greatly disappointed at the smallness of the note circulation of the bank. In 
most years the note circulation did not even reach the average of Rs 23 
lakhs attained by the Government Bank (see Annexure 16.2). Most of the 
mercantile directors, and initially even: some of the official directors, 
blamed this state of affairs on government policy. 

Unlike the Bombay Government, which issued a general notification as 
soon as the Bank of Bombay was established permitting its notes to be 
received in all government Treasuries, there was no general notification by 
the Madras Government regarding the receipt of the Madras Bank notes 
in the provincial Treasuries. On !1 November 1843 Birch, then secretary 
and treasurer of the Bank of Madras, on instructions from the bank 
directors, sent a written request to the Chief Secretary of the Madras 
Government to bring to the attention of the Governor in Council that bank 
notes were prohibited from being received at the provincial Treasuries of 
the government, whilst in Bengal notes and post bills of the Bank of Bengal 
were, and had been for many years past, received in their mofussil Treasuries 
in payment of all government dues. He prayed for the removal of this 
prohibition.* The government referred this request to the Accountant- 
General for his consideration and report. 

‘The Accuuntant-General framed the final rules only on 5 September 
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1845, after authorization had been received from the Court of Directors (in 
their Financial Despatch of 2 July 1845, No. 10) for receipt of notes and 
post bills of the Madras Bank at provincial Treasuries, conformably to the 
practice in Bengal.* (The Madras Government was much more circumspect 
in its dealings with the Government of India and the Court of Directors in 
London than the Bombay Government.) 

While the public notification issued on 19 September 1845 simply 
authorized the receipt of notes and post bills by Collectors of Land 
Revenue and Customs and other Officers in charge of public Treasuries 
under the presidency, twelve rules were separately framed for the guidance 
of officers (these rules were not published). Among the rules serving to 
restrict the acceptability of bank notes the first, second and twelfth were 
particularly important.® The first rule ran: 


Bank notes are to be received in payment of all Government dues and are to be reissued to 
any extent In payments to parties willing to receive them, but not otherwise, and are not on 
any account to be cashed. 


The second rule laid down, inter alia, that 


bank notes exceeding the aggregate amount of 5,000 rupees [were] not to be retained in the 
Treasury of a Collector, or exceeding the sum of 2,000 Rupees in the Treasury of a 
Paymaster. The excess above those sums respectively [were] to be remitted by Collectors to 
the Sub-treasury at the Presidency and by Paymasters to the Collector of the District. 


Rule 12 laid down: 


As the unlimited receipt of Bank Notes, or Bank Post Bills, in payment of public demands 
due by Zemindars and the landed proprietors might be attended with financial in- 
convenience, Collector will limit the,receipt of Notes or Post Bills in such cases to ¥3 of the 
instalment paid in by or on account ofsuch Zemindars or landholders. 


Stonhouse turned to Bombay and Calcutta in explaining the rationale 
behind these rules. The practice in Bombay, he claimed, was to limit the 
amount to be retained in a provincial Treasury to Rs 5,000, while in 
Bengal the amount was originally the same but was subsequently raised to 
Rs 20,000. This limitation was then removed altogether in Bengal and the 
existing practice there was for officers in charge of provincial Treasuries to 
retain only such amount of notes as they were able to reissue and to remit 
the remainder to the General Treasury. 

These rules and the associated directive that notes could be received 
only at Auzoor Treasuries and not at talook Treasuries at once led to 
difficulties for European merchants and gave rise to controversy. On 9 
October 1845 W.U. Arbuthnot, Collector of Vizagapatam, forwarded a 
letter from Messrs Hawkins Brothers in which the latter stated that they 
had received Rs 30,000 in Bank of Madras notes for the payment of fzsts 
due to government by a certain party. Since returning the greater part of 
these notes would be attended with considerable inconvenience they 
requested that the notes be accepted in full as a special case. On 25 
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October the Governor in Council granted the request.’ In their despatch 
no. 35, dated 16 December 1846, the Court of Directors commented on the 
discrepancy between the notification published regarding the receipt and 
issue of notes and post bills of the Bank of Madras at provincial T'reasuries 
and the rules for the guidance of officers in charge of Treasuries, and on the 
mistakes and inconvenience arising therefrom. They cited two specific 
instances of such discrepancies (both, of course, concerning dealings with 
Europeans). The government explained that an exception was made in 
favour of Hawkins & Co. as a special case because of their ignorance of the 
rules, whereas the papers betore the government did not tend to show that 
Mr. Fischer of Salem was ignorant of the rule, but the contrary. 

The question of whether government assistance was necessary, efficacious 
or desirable for extending the note circulation came into general prominence 
in November 1847, when the government again wanted the directors of the 
Bank of Madras to consider how the management of the bank could be 
improved. In their reply the directors pointed out that there was a dispro- 
portion between the note circulations of the three Presidency Banks: the 
Bank of Bengal had a capital stock of Rs 107 lakhs and a circulation of 
Rs 120 lakhs, the Bank of Bombay had a capital stock of Rs 52.5 lakhs and 
a circulation of Rs 40 lakhs, whereas the capital stock of the Bank of 
Madras was Rs 30 lakhs and its circulation was only Rs 12 lakhs. The 
directors claimed that the government order of 19 September 1845 al- 
together failed in promoting the circulation of bank notes in the interior. 
They were 
sanguine that if the circulation of Bank notes in the interior could be extended great good 
would result not only to the Bank but to the community at large. 
but left the consideration thereof 


to the superior knowledge and information of Government only suggesting to make Bank 
notes a convertible medium for purposes of trade. 


‘The governinent did not agree. In its Minutes of Consultations dated 24 
January 1848 it replied that ‘the Collectors in the provinces being authorised 
to receive one-third of the revenue payments in notes of the Madras Bank’ 
it did not consider further measures were called for or advisable. If bank 
notes were required in the provinces the arrangement in force afforded the 
necessary facility for circulation, and if they were not wanted no act of 
government could retain them in circulation. 

The bank directors then sought information from the Banks of Bengal 
and Bombay regarding the circulation of their notes in their respective 
provinces, especially with reference to any orders of government bearing 
on such circulation. The Bank of Bengal directors referred the Madras 
directors to the government for information. The directors of the Bank of 
Bombay sent details of note circulation and government orders, admitting 
also that in spite of every effort their note circulation in the interior had 
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remained extremely limited. The sole help the Government of Bombay 
rendered was in the form of the following order: 


All Collectors, Paymasters and other officers of Government are authorised to receive as 
cash Bank of Bombay Notes when tendered in payment of sums due to Government. 


‘The Bombay Bank was not aware of there being any limit to the amount of 
bank notes allowed to be kept on hand by provincial Treasuries. However, 
the average aggregate amount of bank notes in all provincial Treasuries 
the year before was only Rs 30,000. 

Naval and military officers receiving their pay in the Bombay Presidency 
were generally paid by cheque on the bank; civil officers received their pay 
from the General Treasury either in cash or bank notes as they desired. 
Paymasters in the interior might get bank notes upon application to the 
Collectors, provided however that the directors had a supply on hand. The 
Sub-treasurer was authorized to supply Collectors in the interior with 
bank notes when making remittances, provided this did not interfere with 
the financial arrangement with the government. If Collectors and Pay- 
masters cashed bank notes it was entirely at their own risk and the 
directors were not aware that this was done. 

The circulation of Bank of Bombay notes in the interior was very 
limited. Estimating the total circulation at Rs 35 lakhs, perhaps not more 
than | lakh was in circulation beyond the limits of the island. Bank notes 
were used as a remittance to Poona for the payment of the troops, etc. and 
also as a remittance to Surat and Broach for the purchase of cotton, and by * 
these means got into circulation in the Bombay Deccan and Gujarat. ‘The 
Bank of Bombay directors felt that the government had already done all 
that the bank could reasonably ask for by making its notes a legal tender 
at the provincial Treasuries in payment of government dues. 

Alier considering the report from the Bank of Bombay the directors of 
the Bank of Madras addressed the government in May 1848, recommending 
that the order of the government dated 19.9.1845 should be altered so as to 
read: 
that Collectors of Land Revenue and Customs and other Officers in charge of Public 


‘Treasuries under this Presidency have been authorized to receive the Notes of the Bank of 
Madras in payment of revenue and all other public demands. 


The directors argued that the note circulation in the interior was poor 
because almost all the land revenue and other taxes received by the 
Collector in the interior were paid into the ¢qlook Treasuries where bank 
notes were not receivable and not into the Auzoor Treasuries where alone 
bank notes were receivable in payment of revenue. Making the notes 
receivable at talook Treasuries would not only increase note circulation but 
also be beneficial to ‘cultivators of the soil, to the landowners, to Govern- 
ment and to the public generally’. To anticipate the objection of increased 
risks of fraud or forgery, the directors argued that 
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the Native Revenue Officers in charge of these Talook Treasuries [were] as capable as any 
other Government servant of detecting forged notes, and otherwise guarding the state 
against the frauds that the free circulation-of Bank Notes might tend to encourage. 


To put the arguments of the bank directors in perspective it is necessary to 
note that in the 1870s, for example, the Madras Presidency contained 21 
districts (to which corresponded as many fuzoor Treasuries), whereas 
there were 157 talooks in these 21 districts. Excluding the two exceptional 
districts of Madras and Nilgiris which contained one talook each, the 
average district contained about 8 talooks.° 

The government, however, did not alter its earlier decision. It argued 
that the measure proposed by the bank directors would not achieve the 
desired results, as 


the payments into the Talook Treasuries [were] chiefly in small sums for which a paper 
currency, where ten rupees is the lowest Note issued, would not be available. 


The government also maintained that while the ¢éalook officers were com- 
petent to detect frauds, which might be attempted by the circulation of 
forged paper, the general body of the people in the provinces were not, and 
they might be exposed to serious loss. The government rebuked the Bank 
of Madras for seeking its interference for advancing the bank’s interests 
and urged the latter to view the government as only one of its constituents 
and supporters. 

The bank directors, replying in June 1848, disclaimed any intention of 
mvoking any special intervention by the government. But they considered 
themselves justified in seeking to advance an objective which was contem- 
plated by the charter of the institution and which was thwarted by 
government policy. The very section of the bank’s charter which dealt 
with its circulation seemed to contemplate an amount more than the 
wants of the presidency town alone. But the notes of the bank could not 
circulate in an unimpeded manner, since the 


Government directly prohibit[ed] Bank notes from being received by public officers in the 
provinces save in certain special cases. 


A positive attitude on the part of the government would have inspired 
immense public confidence in the bank notes. Instead, the government 
order, 


by repudiating all such medium of liquidating the public dues prove[{d] immediate'y and 
conclusively fatal to the credit of the paper issued. 


The bank directors persisted in their plea for making bank notes 
receivable in the ¢alook Treasuries. The only extant mode of making 
payments in the interior for purchases was by way of a government bill on 
the Collector of the district or by a specie remittance. The ability to pay the 
kist in bank notes into the talook Treasuries would encourage the ryots to 
receive payment for their produce in the same. This increased facility 
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would ultimately lead to an extension in the demand for the produce and 
thus promote the agricultural prosperity of the land. The directors admitted 
that individual 


payments into the Talook Treasuries [were] in small sums, which would render paper 
currency, of which Rs 10 [was] the lowest [denomination], useless; 


but, they argued, 


it [was] not uncommon practice for a number of cultivators to club together and make their 
aggregate contributions to the revenue in one payment through the head man of their 
village. This was especially so in reference to exportable produce where the general ryot 
cultivators of a village received advances to pay their kists from a third party who thus 
would have always the facility of using the medium of bank notes. 


The government held (in a reply recorded at the bank on 18.7.1848) 
that the amount of revenue paid by several 7yots clubbing together was 
probably so insignificant, compared to the total collections in a district, 
that even if the receipt of bank notes in ¢talook ‘Treasuries was conceded it 
would mean little addition to note circulation. The government refused to 
budge from its earlier policy. 

The agitation for invoking more active government aid to promote the 
note circulation was now taken up by the Madras Chamber of Commerce 
(usually the same firms that controlled the non-official direction of the 
Bank of Madras also controlled the Chamber of Commerce).? On | March 
1849 H. Nelson, the Chairman of the Madras Chamber, wrote to the Chief 
Secretary, Madras Government, drawing the attention of the Governor in 
Council to the extremely limited note circulation of the Bank of Madras. 
‘The Chamber claimed that 


the resources of a country [were] to a great extent developed, its commerce extended, and 
its pro:.perity increased 


by the substitution of paper currency for coin. According to the Chamber, 
the greatest bar against the wide circulation of Bank of Madras notes was 
the positive discouragement they met from all the officers of the government 
in the provinces. The Chamber also maintained that the Collectors would 
find it very convenient to have a portion of the collected revenue in the 
form of bank notes instead of in huge piles of silver which were troublesome 
to count and difficult to keep securely; but it was 


a notorious fact that, with the exception of from ba al no sum of any importance 
[found] its way to the Collector except in specie. 


The Chamber claimed that the publication of the original government 
order (on 19 September 1845) regarding the receipt of bank notes at 
Collectorates had, in more instances than one, led to parties supplying 
themselves with notes which had been rejected on being tendered in 
payment of government dues (at Collector’s Treasuries). Similar rejections 
had also occurred at talook and subordinate Treasuries and outport sea- 
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custom houses. For instance, a bank note was refused at Tuticorin when 
tendered in payment of export duty on a cargo of cotton, and one for 20 
rupees only was refused at Salem in payment of land tax on coffee 
plantations on the Shevaroy hills. | 

The real interest of the Chamber came out clearly in para 7 of its Jetter. 
The Chamber admitted that the Accountant-General’s bills had ‘supplied 
to a small extent what was required’ in the way of meeting the internal 
remittance needs of the mercantile community. But, it maintained, it 
would only be necessary for the government to call for a return of bills 
applied for and refused to be at once convinced of the very partial nature of 
this relief. The real reason for the Chamber’s grievance is laid bare in the 
following quotation: 


On some Treasuries, it is never possible to obtain a Bill for any large amount and a 
knowledge of this fact has been sufficient to prevent applications. The great indigo district 
of Cuddapah is a striking instance; and it is not drawing too high a picture to state that the 
treasure bandies of Government, on their way to the Presidency, are frequently met by 
those of the private trader proceeding in an opposite direction. The merchant, when 
contemplating an extensive operation, either by purchase of produce, or by advancing on 
growing crops, is stopped by the difficulty or utter impracticability of placing funds in the 
required locality. ‘The manufacturer of sugar, rum, indigo, or saltpetre, has at umes not 
the means of supplying money for the wages of his establishment; for there ts no transaction 
or business which can bear the expense of frequently sending specie by land. Lhe placing of 
funds at distant points of this country, at the smallest expense, ha: been always a 
mercantile problem most diflicult to solve; and that cifficulty will never be removed, until 
the speculator is able to pay his contractors, or culuvators (and wayes to a certain extent), 
in paper money. 


Vhe Chamber then outlined some possible governmental measures that 
would bring about this desirable development. These included the receipt 
of all monies by Collectors in Bank of Madras notes, the payment of civil 
and military salarics in hank notes and the keeping of a stock of notes in all 
‘Treasuries and Paymasters’ offices. The Chamber also maintained that 
it would be but the carrying out ofa liberal and enlightened policy to permit the exchangmg 
of Bank Notes for silver at all up-country ‘Treasuries. 


Finally, the Chamber invoked the authority of J.A. Dorin and H.T. 
Prinsep, both high officials of the Government of [India and directors of the 
Bank of Bengal, in support of its case. Dorin had argued in 1837 in favour 
of extending the system of payment of land revenuc in Bank of Bengal 
notes from Bengal and Bihar to the North-West Provinces, and the 
Chamber quoted his argument (omitting, however, to mention that Dorin’s 
proposal was turned down). Prinsep had pointed out that the Bank of 
Bengal owed its note circulation of more than one crore of rupees to the 
privilege it enjoyed of having its notes received in 
the Treasuries of the interior, throughout Bengal and Behar, in payment of the land and 


other revenue demands. If its Notes were confined entirely to Calcutta, the circulation 
could not reach half the amount. 
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The Chamber of Commerce received a reply in the form of Extracts 
from the Minutes of Consultation of the Government dated 13 November 
1849.'° These included, besides the Governor in Council’s reply, a Jetter 
dated 28 September 1849 from Sir Vansittart Stonhouse Bart, the 
Accountant-General of the Government of Madras, and extracts from a 
letter dated 21 May 18-49 from the Secretary, Board of Revenue. 

Stonhouse’s letter was positively insulting in its tone towards the 
Chamber as he proceeded to refute its case on almost every single point. 
The receipt of bank notes into any Treasury subordinate to that of the 
Collector, he stated, was prohibited by the government from as far back as 
October 1845, and the expediency of such a course had since been con- 
firmed both by the Government of Madras (extract from Minutes of 
Consultation, dated | June and 13 July 1848) and the Court of Directors 
(despatch from the Court of Directors dated 29 December, No. 35, of 
1848). Stonhouse contunued: 


‘The Chamber of Commerce have, in their present address to Government, been led into a 
number of statements which have no foundation in tact, and which, by a little inquiry and 
attention tu the subject, they would have avoided. This, in a Body who represent, as they 
say, the trade and industry of Madras, is much to be regretted. 


He scorned the idea that because paper currency had proved to be useful 
to ‘countries in a certain state of civilization’, it must also prove beneficial 
to India. ‘It must be obvious to any person practically acquainted with 
this country’ that India was ‘not in a state to admit of the substitution in 
the interior of a paper for a metallic currency’. He attributed the error of 
the Chamber’s view to the fact that it was 


the opimon of Gentlerness who in reality [knew] nothing of India or its inhabitants beyond 
what tiiey [had] been able to learn from intercourse with Natives at the seat of Government, 
and occasional visits to one or two districts where they [might] be engaged in commercial 
operations. 


He turned the authorities quoted by the Chamber against the latter. For 
example, as Financial Secretary to the Government Prinsep had written in 
the same year (1837) that there was 


assuredly an immense field, and a vast profit to be made by displacing the metallic 
currency of India and supplying paper only to perform its work, but our currency Is of so 
small an unit, and the rupee commands so much in exchange, that it would require very 
small notes to do this effectually, and one Bank even for every Zillah would not suffice. 


Stonhouse further quoted J.W. Fullarton (one of the leading merchants of 
‘Calcutta in 1837), who wrote: 


.. beyond the limits of Calcutta, .... the demand for a paper currency is and must long 
continue ... tc be very limited. More than half of all the Bank of Bengal Notes now 
outstanding are unquestionably lodged in the different public treasuries. The prevailing 
poverty of the people and the large amount of the common articles of consumption, and the 
quantity of labour which a rupee commands are insuperable obstacles to the extensive 
diffusion of a circulating medium of notes of ten rupees and upwards. The dealings of the 
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ryots, of the myriads of this vast agricultural population, must continue to be in silver, 
copper and cowries. The army must always be paid in specie. The great towns, where alone 
commercial transactions are on a scale to require the use of a medium of higher denomina- 
tion, are thinly scattered, few of them wealthy and their more important dealings very 
generally adjusted at Calcutta. Under such circumstances, it seems next to impossible that 
the metallic currency should be extensively displaced by a circulation of the description 
hitherto issued by the Bank of Bengal. In fact it may be questioned, I think, whether that 
portion of its notes which finds its way to the Mofussil, performs, to any extent at all worth 
naming, the proper functions of a circulating medium. It is chiefly notes of the larger 
denominations that are sent to the out-stations, and those are sought after chiefly as a 
convenient medium of remittance to Calcutta, and as such, I believe, sometimes bear a 
premium, or are hoarded by zemindars for eventual transfer to the Collector, who remits 
them by dawk to the General Treasury, and it is well that it is so. Were it practicable for the 
Bank, through organs in the Mofussil, to pour forth over the country a currency of small 
notes, bearing so low a denomination as one rupee and not higher than five rupees, no 
doubt such a currency might be made to perform all the offices of specie ... . But a more 
unsound state of things could not easily be imagined than a paper currency spread over 
extensive tracts of country at a distance of many hundreds of miles from the place of its 
origin, and where alone it could command cash; incapable too of being turned to use, or 
finding vent for itself as an instrument of remittance, owing to the tmsignificance of the: 
separate sums which it had been framed to represent. Such a system could not surely 
subsist long or be pushed for without affecting prices and eventually producing the most 
extensive and fatal derangement. 


In view of the considerations mentioned or quoted above, the Accountant- 
General charged that 


the object of the mercantile community [was] not the establishment of a general paper 
currency all over the country, but only a paper currency extended so far as [would] promote 
their mercantile operations and interests. 


He went further: 


The Chamber of Commerce evidently desire it [i.e."the substitution of a paper for metallic 
currency] only so far as it will promote mercantile operations in those particular districts in 
which they are engaged in the manufacture of sugar, indigo, etc., or the purchase of cotton 
or other products for export to England. The establishment of a paper currency in other 
than those districts I do not believe to be a matter of the smallest concern to those who have 
now brought the subject before the Government. 


Stonhouse now proceeded to vefute, one by one, the specific claims and 
charges made by the Chamber. Regarding the receipt of bank notes into 
provincial Treasuries he pointed out that this privilege was the cnly one 
that was asked for by the Bank of Madras directors in their letter to the 
government dated 1] November 1843. Furthermore, this privilege had not 
been enjoyed by the Government Bank. 

Stonhouse insisted that the restriction of the receipt of bank notes to 
one-third of the land revenue payments of a ryot or Zamindar was a restriction 
only in name. The permanently assessed land revenue, paid in the several 
districts in 1847 and 1848 amounted to Rs 63,40,000. 


In the calendar year of 1847, bank notes were only paid, including payments by landholders 
and all others, to the amount of rupees 55, 790, and in 1848, to the amount of rupees 19,340, 
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and these sums do not compnise solely payments made on account of public demands, but 
the surplus notes received by Division Paymasters and forwarded by them under the rules 
to the Collectors’ Treasuries. Landholders might have paid into the public treasuries in the 
interior, upwards of 2] lakhs of rupees, and yet, from the year 1845, when the permission to 
pay in bank notes was first accorded, up to the end of 1848, the whole amount of notes paid 
in was only Rs 2,02,190. - 


Table 17.4 
Receipts of Bank Notes in Prowncial Treasunes of the Madras Presidency, 1845-48 (figures in Rs) 


Distnet Annual amount 1845 1846 1847 1848 Total 
of land revenue 
permanenily 

assessed (1) (2) (3) (4) (5) (6) 
Cuddapah 72,898 —~ — — -— — 
Salem 4,30,196 — — — — —~ 
Ganjam 5,20,781 3,720 15,680 7,755 3,670 30,825 
Vizagapatam 12,85,671 13,600 43,295 12,530 — 69,425 
Rajahmundry 8,61,408 1595 32,535 22.580 11,350 68,060 
Masulipatam 10,36,108 — 840 3,465 1,595 5,900 
Guntoor 3,225 —- 50 — 350 400 
North Arcot 4,48,061 — 2,500 4,700 — 7,200 
South Arcot 11,053 1,620 8,205 3,080 210 13,115 * 
Bellary — — — 100 20 120 
Chingleput 129,260 —- — — — — 
Coimbatore 31,379 — 820 105 75 1,009 
‘Tanjore 31,312 — -— — 100 100 
‘Trichinopoly — — — 1,000 — 1,000 
Madura 7,12,498 150 20 — — 170 
‘Tinnevelly 3, 16,871 —_ 2 330 365 1,650 4,345 
Malabar 10,000 — 50 — — 50 
Canara 461 — 50 110 320 480 
Nellore 4,38,060 —_ — — — — 
‘Total 2,02,190 


(See Table 17.4 for districtwise figures.) The whole amount reissued 
barely exceeded Rs 25,000, and Rs 1,75,000 had to be remitted to the 
General Treasury at the presidency. 


As regards the Divisional Paymasters who, equally with Collectors, were permitted to 
receive bank notes in payment of public demands, there are only four (Poonamallie, 
Vellore, Vizagapatam, Trichinipoly) who [had] from 1845 to December 1848, had bank 
notes tendered at all, and their total receipts during a period of upwards of three years [had] 
been only Rs 49,625, of which they [had] reissued Rs 44,925. 


Stonhouse claimed that he had known in 1845 itself that the privilege of 
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paying one-third of the Azsts in bank notes would not be much used by the 
landholders, since 


a payment into the Provincial Treasuries of bank notes annually to an amount approaching 
21 lacs of rupees would have caused financial embarrassment, seeing that the Presidency 
[had] no surplus revenue like the Lower Provinces of Bengal, where alone the payment of 
bank notes in the Mofussil treasuriés [was] permitted; for the Government of India [had] 
not sanctioned any extension of the privilege to the North-Western Provinces, and indeed 
[had] positively refused to sanction it. 


Stonhouse flatly denied that there had been any occasion when a 
government officer had refused to accept a bank note in payment of public 
demands when the rules permitted, or even enjoined, such acceptance, the 
few cases cited by the Chamber being all those which were not permitted 
by the rules. 

He then took up the Chamber on its niggardly admission that the 
remittance needs of the public, and especially of the mercantile community, 
had been met ‘to a small extent’ by the grant of the Accountant-General’s 
bills on the Provincial Treasuries. In fact, the Accountant-General’s bills 
on the Provincial Treasuries during the five years from 1844-45 to 1848- 
49 had amounted to Rs 4,51,96,255, For the Treasury of the district of 
Cuddapah, which the Chamber had cited as a striking instance of what it 
had aflirmed, the Accountant-General’s bills had amounted to an average 

_of Rs 10,67,879 for the same five years: 


184445 14,51 ,938 
1845-46 11 ,58,650 
1846-47 10,04, 122 
1847-48 9,77,730 
1848-49 7,46,953 

Total 53,39,393 
Annual average 10,67,879 


(Could it be that the Chamber’s real grievance arose from the steadily 
diminishing trend of the bills granted on the Cuddapah Treasury?) 

‘The Chamber had also complained that a large number of the 
applications for bills from Stonhouse’s office were turned down, that on 
some Treasuries it was never possible to obtain bills for any large amount, 
and that this fact was sufficient to deter applications. Stonhouse main- 
tained that applications for bills were often made in excess of the real 
need for them. According to him, ‘native’ merchants often made 
applications for larger sums of bills than were needed, partly in order to 
make a profit by their resale in the market but more generally under the 
notion that by applying for a large sum they were more likely to obtain a 
bill for what they actually required. Often, since all applications could not 
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be granted a part only was complied with. The value of applications was 
therefore, he stated, not a real index of the demand for bills of his office. 
Nevertheless, the Accountant-General conceded that the demand for bills 
from his office exceeded their supply. But while admitting that it must be 


the object of Government to give every proper facility in its power to the encouragement 
and promotion of trade and of manufacturing and agricultural industry, 


he maintained that it could not be considered 


altogether a sound and wholesome practice to make the Government treasuries the 
medium of the cash transactions of the private trader. 


Before making his recommendation regarding the future policy of the 
government the Accountant-General consulted his counterparts in Bengal 
and Bombay to ascertain the practice of those presidencies regarding the 
receipt of bank notes by aumils and custom servants. 


The Accountant General in Bombay stated that there was no restriction to receive the 
notes of the Bank of Bombay in the treasuries of the Native Aumils and Custom Servants, 
provided that they [were] satisfied that the bank notes [were] genuine; while the Assistant 
Accountant General in Bengal stated that, according to circular orders from his office, 
officers, in independent charge of treasuries under the Presidency, [were] authorized to 
receive Bank of Bengal notes in payment of revenue, to the extent of one-third of the 
demand; and as the Native Aumils and Custom Servants under the Madras Presidency 
would appear to be in charge of separate treasuries, he saw no reason why they should not 
be permitted to receive bank notes under the same limitation. 


Stonhouse did not think much of the last recommendation; he ruled out 
the possibility of authorizing ‘Native Aumils’ or ‘Custom Servants’ to 
receive bank notes on the ground of the vagueness of the replies received 
{rom Bengal and Bombay. 

‘The only positive recommendation he made was contained in para 52 of 
his letter: 


The restriction imposed on Zemindars, of paying only one-third of each instalment, may, if 
the Government think fit, be removed, as past experience shows that the Zemindars are not 
likely to avail themselves of the privilege to an extent which occasions financial inconvenience, 
but it will be the duty of this office still to watch the effect of the measure, and if it should be 
found to work inconveniently, ... the restriction may be wholly or partially reimposed. 


The Accountant-General ended by offering some general reflections on 
the difficulty of note circulation in India, particularly in Bengal and 
Madras. He claimed that in Bengal and Bihar the surplus revenue was so 
large that, notwithstanding the free receipt of notes into the provincial 
Treasuries, large remittances had to be made in specie to the presidency. 
The Government of India, too, knowing that in India the current charges 
of the government must be paid in specie, had declined to extend the 
privilege to the Western Provinces, where the surplus revenue was not 
large,'’ unless means were provided on the spot for cashing any notes 
which might be in excess in the Provincial Treasuries. He continued: 
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Now, as regards this Presidency, there are one or two districts in which there is only a 
trifling surplus revenue available for remittance to the Presidency, after paying all demands, 
but during the latter half of the year; from July to December, there is no surplus in any 
treasury available for remittance. Yet the receipt of bank notes into any Collector’s 
treasury, throughout the year, is unclogged by any limitations, excepting the single one 
that Zemindars can pay in bank notes but one-third of each instalment, and the same 
limitation exists also in Behar ... . 

The Jegitimate and proper means of extending the circulation of bank paper to remote 
localities is by the establishment of branch banks. The bank charter allows of the mtasure 
with the sanction of the Government of India. Instead, therefore, of applying for the 
intervention of Government to effect the object in view, the question naturally occurs, why 
the Chamber of Commerce does not press upon the Bank Directors, the means their bank 
charter has pointed out, of effecting a circulation of its notes in the provinces. 


He then ended by citing the nature of note circulation of the Bank of 
Bengal, again from a minute of H.T. Prinsep written in 1837. According to 
Prinsep the notes of the Bank of Bengal below the value of Rs 50 were 11.2 
per cent only of the total circulation, while those above Rs 50 constituted 
88.6 per cent. In contrast, for country banks in England notes under the 
value of £5 made up 79.6 per cent and those above £5, only 29.3 per cent of 
the total circulation. Thus, notwithstanding the very large amount of 
Bank of Bengal notes outstanding, they hardly entered into the general 
circulation of the country. The Accountant-General had no doubt that 


the results would be precisely similar at this Presidency, were the circulation extended to 
the utmost desire of the Chamber of Commerce and the Bank Directors. 


He also gave it as his opinion that the Bank of Madras was not really ina 
position to admit of any material increase in its circulation. 

The reply of the Governor in Council to the Chamber of Commerce fully 
echoed the haughty tone of the Accountant-General’s letter, but it con- 
tained the concession that the Governor in Council would 
offer no objection to the Rule authorizing the payment of one-third of the instalments of 
Zemindars in Bank Notes, being extended to two-thirds, or even the whole amount ... . 
The government believed that were bank notes ordered to be receivable 
into talook Treasuries, in less than twelve months a large proportion of 
those in circulation would be forgeries, 


and in confirmation of their view, they pointed to the confusion into which the monetary 
system of the Bombay Presidency had been thrown as a result of the recent discovery of 
some forged notes of the Bank of Bombay. 


Orders were accordingly passed (in 1849) for removing the restriction on 
receipt of notes into Auzoor Treasuries but no other changes were made in 
government policy. 


17.5 The reopening of the issue of note circulation in 1856 


_ In January 1856 the Bank of Madras sought to reopen the issue. The 
occasion was provided by the decision of the Ceylon Government to 
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discontinue its note issue and to give the notes of the Oriental Bank, and of 
such other banks as could furnish a satisfactory guarantee, the privilege of 
being received at all ‘Cutcherries’ in payment of taxes and other demands 
of the state. According to the Bank of Madras the concession that public 
demands could be met without any restriction at Auzoor Treasuries had not 
had any practical effect (thus vindicating Stonhouse’s claim). This was 
because, with the exception of two or three districts where there were 
considerable zamindaris, the revenue of the Madras presidency was mostly 
paid at the éalook Treasuries. What was now sought from the government 
was the privilege of paying revenues in bank notes at all times and at all 
places, as would appear to be the case in Ceylon. 

The Bank of Madras directors argued (rather speciously) that the risk of 
forgery of bank notes was slight, that such a risk was willingly incurred in 
other countries and that Indians were acquainted with bills of exchange 
from time immemorial: 


The antiquity of the native Hoondee is well known, and the poorest classes are conversant 
with the use of it. 


The directors wailed that although the general business of the bank had 
been very much extended from the expansion of trade of the Madras 
Presidency, its note circulation had not increased at all (see Table 17.5). 
This suggested that the circulation was mainly confined to the city of 
Madras and did not make any headway in the interior. 

In response the Governor in Council (in Minutes of Consultation dated 
7.4.1856), apart from calling for information on various aspects of note 
circulation, forgeries, etc. inthe provinces of Bengal, Bombay, Agra, etc., 
wanted to ascertain from the Bank of Madras, 
whether in the event of their application being complied with and its being found to 


occasion increased circulation of Notes, the Bank would be prepared to establish branch 
banks at such places and under such conditions as Government might indicate. 


The directors replied on 22 April 1856 that the Bank of Madras would 
be prepared to afford to the holders of its notes facilities for their conversion 
into specie equal to those now offered by the chartered Banks of Bengal 
and Bombay. 

This reply did not satisfy the Madras Government. They pointed out on 
17 July 1856 that since bank notes were not received at all in the talook 
Treasuries of Bengal and Bombay the facilities for conversion of notes 
obtaining there might be wholly insufficient for Madras. They wanted the 
assurance from the Bank of Madras that if the existing facilities for the 
conversion of notes into specie were found insufficient the bank would be 
prepared, if required by the government, to open branch banks at such 
places as the government might approve. 

This brought the directors up short to the crunch. They were not at all 
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Table 17.5 eens: 
Exports from and imports into Madras Presidency, 1841-65 (figures in £ ourant) 
Value of Exports Value of Imports 

sia Merchandise a Merchandise Treasure 
1841 1,044,165 89,301 f 768,933 68, 146 
1842 1,242,583 180,482 678,327 67,561 
1843 1,301,992 26,317 581,180 als 
1844 1,208,655 21,600 652,263 11 5,242 
1845 1,641 ,463 65,053 1,046,894 188,561 
1846 1,411,217 65,765 849,913 172,298 
1847 1,516,147 68,170 88 1 ,804 147,199 
1848 1,277,296 214,263 976,664 132,153 
1849 1,212,463 733,848 948,072 117,199 
1850 1,272,884 72,638 906,005 121,437 
1851 1,566,976 104,141 897,823 260, 110 
1852 1,658,808 215,768 906,436 297,398 
1853 2,121,614 104,141 840,532 576,854 
1854 1,963,019 215,768 956,378 577,490 
1855 1,546,848 36,382 1,087,335 194,22] 
1856 1,964,500 115,657 1,349,386 852,487 
1857 2,329,429 521,814 1,403,252 1,137,487 
1858 2,956,170 70,730 1,355,832 1,167,264 
1859 2,060,818 78,477 1,792,531 845,869 
1860 2,312,735 109,756 1,938,682 1,062,164 
1861 2,621,303 247,464 2,024,872 1,180,225 
1862 3,317,304 96,330 2,120,928 1,353,991 
1863 4,974,277 115,449 1,653,700 1,754,940 
1864 7,273,105 94,557 2,133,181 1,921,843 
1865 6,815,942 104,245 2,230,156 2,033,533 


SOURCE U.K. Parliamentary papers, House of Commons; Accounts and Papers, vol. 72, 
1967; Statistical Abstract of Brittsh India 1840-1865, Vables 27 and 31. 


prepared to provide such an assurance. They argued (in August 1856) 
that any benefit to be derived from the privilege of receiving bank notes 
into talook Treasuries would be more than counterbalanced by the condition 
attached, viz. that of being required to incur the expense of establishing 
branch banks in such places as the government might indicate. According 


to them, 
under no circumstances would it suit this or any other bank to undertake that specie would 
be provided to meet the notes at more places than one. 


At last the directors conceded that rents of land being generally payable in 
very small sums it could not be expected that any large amounts would 
ever be realized from that source in bank notes, but turned this admission 
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into the plea that the notes could never be tendered in such amounts as to 
lead to any inconvenience. 

The Government of Madras observed that the circulation of the Bank of e 
Madras notes would be greatly restricted if facilities were not provided for . 
their ready conversion into cash..It nonetheless decided to refer to the 
Court of Directors the question of the receipt of bank notes in payment of 
revenue at all talook Treasuries, sea-custom houses at the outports or other 
local Treasuries and their supply to Regimental Paymasters, with a positive 
recommendation in favour of the measure prayed for by the bank. But the 
government also expressed the opinion that establishing a government 
paper currency would be the best remedy for the evils complained of by the 
merchants. The Supreme Government in Calcutta was also moving in the 
same direction. In any case, the Mutiny and the financial crisis of the 
Government of India ruled out any radical change for a time. In August 
1859 C.H. Lushington forwarded to the Government of Madras a scheme 
for a government paper currency drawn up by him.” (The scheme had 
already been forwarded to Lord Stanley, the Secretary of State for India, 
by the Governor-General in Council on 27 April 1859.) Eventually, James 
Wilson drew up an alternative scheme for a government paper currency 
which was put into effect with some modifications—thus ending the 
agitation for extending the note circulation of the Bank of Madras. 

During the course of this agitation information was also collected about 
the note circulation of the Banks of Bengal and Bombay, and government 
regulations governing them. It appears that the two most important 
factors limiting the note circulation of the Bank of Madras compared with 
that of the Banks of Bengal and Bombay were (a) the much smaller size of 
the «xternal trade of Madras and (4) the much tighter oligopolistic hold 
exercised by the leading agency houses on the Bank of Madras. The latter 
factor also made many mercantile houses distrustful about dealing with 
the Bank of Madras. However, the size of the external trade would explain 
most of the variations in note circulation. For example, in 184445 and 
1854—55 the exports of merchandise from Bengal, Bombay and Madras 
were as follows (figures in £ sterling): 

Exports from 
Bengal Bombay Madras 
1844-45 9,891,111 5,126,533 1,641,463 
1854-55 10,655,850 7,798,816 (1,546,848 


This disproportion in external trade would explain most of the dispropor- 
tion in note circulation, particularly if we remember that only about a half 
or less of the trade in Madras presidency was carried out through the 
presidency town. Unlike in Bombay, there was no strong tendency for the 
external trade carried out through Madras to increase fast. 

The emphasis the Madras merchants placed on public revenues, parti- 
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cularly land revenues, as a determinant of bank note circulation was 
misplaced, and did little to forward their case. The circulation in the 
interior arising out of land revenues was small in all three presidencies. We 
have discussed this issue in some detail in our chapters on the Bank of 
Bengal. In Bombay too the disproportion between note circulation in the 
presidency town and the interior was very great. On | April 1856, for 
instance, out of a total of Rs 5,86,760 worth of Bank of Bombay notes held 
in various government Treasuries of the presidency, fully Rs 4,66,390 
worth of notes were held in the Bombay General Treasury." If we add the 
amounts held in the Treasuries of the Collector of Land Revenue, Bombay, 
and the Collector of Thana the value of notes held in the Treasuries of the 
presidency town and its suburbs goes up to Rs 4,95,445, leaving less than 
Rs | lakh for the rest of the presidency. 

Bengal had a special advantage in this matter;-not only were there many 
zamindars who paid their government dues in notes but notes were also 
largely tendered at government sales of salt and opium. But it should be 
noted that during the period under consideration Bengal’s revenues in 
most years were more than twice the revenues of the Madras presidency. 
The European merchants of Madras tried to push the note circulation of 
the Bank of Madras at a time when both the general economic environment 
and their own management of bank affairs precluded any wide circulation. 
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| Chapter 18 | 
Of frauds, forgeries and 
other disturbances 


18.1 Thefts and _forgenes, 1809-24 


When the Bank of Bengal opened its doors for business it also attracted the 
attention of unscrupulous operators in the money market. Several features 
of its business presented novel opportunities for making profits through | 
fraudulent practices. The first feature was the issue of bank notes which 
would be accepted as cash in the public Treasuries. Naturally, stealing or 
forging bank notes could be profitable if the thieves and the forgers could 
escape detection.’ The lending of money on deposit of Company’s 
promissory notes provided a similar temptation for law-breaking. If the 
Company’s papers could be forged and money taken from the bank on the 
security of the forged papers the borrower could benefit by the act. As it 
turned out, the bank lost far more by the perpetration of the second type of 
crime than the first. Finally, money could be drawn by means of forged 
cheques. | 

Besides such clear cases of law-breaking there were acts bordering on 
the fraudulent, such as the discounting of bills by persons who would have 
no means of honouring them, or the introduction of financially unreliable 
persons to the bank as creditworthy by somebody who enjoyed the bank’s 
confidence. Most often, Europeans and not Indians, were responsible for 
such unscrupulous practices because they had a privileged access to the 
bank directors and bank officers who wielded power. 

The novelty of some of these opportunities was underscored in the very 
first week of the operation of the Bank of Bengal by a letter addressed to the 
bank by Mr. Justice Martyn, a Calcutta Magistrate. He pointed out that 
there was a loophole in the law relating to the conviction of persons 
accused of stealing bank notes. He suggested that the notes printed by the 
bank be given legal protection, the stealing of which should be regarded as 
felony.” After considering Martyn’s advice the bank requested the govern- 
ment to make stealing of bank notes a punishable crime. The government 
took suitable steps to bring such crimes within the purview of the law. 

On 1 February 1811 the directors of the bank decided, after due 
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deliberation, to pay a forged note worth Rs 500 because they felt that a 
refusal to pay would be injurious to the acceptability and circulation of 
bank notes. They also decided to pay anybody who had come ‘fairly to be 
possessed’ of forged notes. A spate of forged notes was then presented to 
the bank. The culprit or culprits responsible for the forgeries went 
undetected for a long time. The bank suspected gross negligence on the 
part of the merchants, the shroffs and the community at large, as well as on 
the part of the officers in the public Treasuries. It announced a cash 
reward for anyone who might provide a clue towards the detection of the 
culprits. It also appealed to the government that a notification be issued 
asking all the persons concerned, both governmenta! and _ non- 
governmental, to exercise greater caution and maintain a register indicating 
the numbers of the bank notes received and disbursed. 

On 24 August 1813 silver worth Rs 12,000 was stolen from one of the 
treasure chests of the Bank of Bengal. On 8 January 1814 it was reported 
that only Rs 6,000 of the stolen treasure was recovered—Rs 5,000 of it 
immediately after the theft and the rest later on. In September 1813 the 
bank appointed a sirdar and 4 briybasees.> Burkundages were appointed for 
the greater protection and security of the property of the bank. 

On | August 1819 C.R. Barwell gave the bank the welcome news of the 
arrest of a gang who had been engaged in a scheme of extensive forgery of 
the notes not only of the Bank of Bengal but also of the Bank of Hindostan. « 
‘The names of these men were Roopchand Joogee, Gunganarain Joogee, 
Sidissur (Siddheshwar) Joogee, Gourhury Sircar, Brigmohan Chowdhry, 
and Nursing Podar. Of these men, the first three were the actual 
manufacturers of the notes (and forgers of signatures), the fourth and fifth 
were the utterers who purchased the notes from the manufacturers at 
about half their nominal price, and the sixth man was employed to put the 
forged notes into circulation. (A seventh member of the gang, Bydnaut 
Holdar, had absconded.) 

After an intensive search in every part of the’houses of the culprits two 
copper plates, one for counterfeiting 500 rupee notes of the Bank of Bengal 
and the other for counterfeiting 500 rupee notes of the Bank of Hindostan 
were found in a common earthen vessel buried about a foot and a half 
below the ground. In two other places a plate for forging one of the stamp 
office impressions and another for forging the seal of the Court were also 
found. 

In 1824 a Company’s paper, on which the bank had already advanced 
Rs 40,000, was found to have been abstracted.and repledged to the bank 
by a party representing himself as Soobul Chunder Dey. The key to the 
chest containing the paper was jointly held by the khazanchee and the 
secretary, and the mystery of how the paper was abstracted was never 
resolved. Although the head podar was suspected, the case was dismissed 
in the Supreme Court for want of evidence.‘ 
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18.2 The Rajkissore Dutt forgeries 


Rajkissore Dutt, for long a petty businessman of Calcutta, was convicted 
of the charge of forging Company’s papers on a large scale between about 
1826 and 1828. In late 1825 or the beginning of 1826 he floated a bank 
called the India Bank, of which he himself and Raja Buddenauth 
(Baidyanath) Roy, son of Maharaja Sookmoy Roy, were the sole partners 
(however, in his evidence while in police custody he called Raja 
Buddenauth the patron of the bank). Round about the same time his 
business operations expanded; he owned more than one indigo factory, 
and he bought a ship (or more than one ship) and extensive landed 
property.’ 

In order to carry on his business operations Dutt used to borrow money 
on the security of government paper,-not only from the Bank of Bengal but 
also from many other wealthy men of Calcutta, including Elliot 
Macnaghten, J.W. Hogg and Lord Carnwarth. It was the alertness of 
Dorin, the then secretary and treasurer of the Bank of Bengal, that led to 
the discovery of the extensive scheme of forgery perfected by Rajkissore — 
Dutt. But the bank suffered a major loss in spite of this discovery. 

In October 1828 the bank decided, in the light of the discovery of some 
forgeries of Company’s paper, that all Company’s paper tendered to it 
for loans, etc. should be taken to the Head Assistant (uncovenanted} 
_at the Accountant-General’s office for him to examine and certify that they 
were genuine. The government, through an internal order dated 2 July 
1824, allowed the Assistant in question, William Oxborough, to charge 
one rupee for searching through the registers of debt, in the case of the 
service being rendered to private parties. Since H. Wood, the president of 
the bank in 1828, was responsible for the original move allowing Oxborough 
to charge one rupee, he now persuaded the Bank of Bengal directors to 
allow Rs 100 per month to Oxborough for conducting the requisite search 
of all registers of Company’s paper on behalf of the bank. About the end of 
June or the beginning of July 1829 Dorin, the secretary to the bank, was so 
struck with the appearance of the Company’s paper deposited by Rajkissore 
Dutt that, notwithstanding the fact that it had been already examined by 
Oxborough, he sent it over to the examiner a second time, requesting that 
it might be more carefully looked at. It was returned to him a second time 
with the assurance that all was right. 

At that time, it was the practice of the bank when there was any pressure 
on the money market to allow parties, when their loans fell due, to make a 
nominal payment, and to renew the loan on the same security, but witha 
fresh bond. In these cases paper already certified by Oxborough (and 
marked with his initials W.O.) were normally not sent for re-examination. 
However, when under this plan the loan of Bissonauth Chuckerbutty, a 
strcar of Rajkissore Dutt, was ordered for renewal on 9 July 1829, and the 
bond and the paper were delivered to the khazanchee accordingly, Dorin 
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was again so struck with the peculiarity of the paper in deposit that he 
determined immediatley to take it himself to the Accountant-General’s 
office. He showed it to several officers in that office, they entertained no 
doubt of its genuineness, and Dorin brought it back to the bank. 

Not satisfied with this, Dorin took the note (deposited by Rajkissore 
Dutt) to the Accountant-General’s office on 10 July 1829 and demanded 
its renewal. It was duly accepted by the proper office. 

With a view to guarding the bank from possible loss, Dorin again went 
over himself on 13 July 1829 with all the paper deposited with the bank of 
which he had any doubt, and asked for a renewal of the whole. By this 
time, however, his doubts had infected Oxborough and as a result of 
a conversation with Charles Morley, the Accountant-General, only two 
notes were taken in on 13 July. On 14 July the remainder of the Companv’s 
notes under suspicion were presented to the Accountant-General’s office. 
None of them were renewed, in consequence of increasing doubt as to their 
genuineness, and all except one were declared to be forged. 

After this the bank consulted its lawyers, W.L. Cleland and 
C.R. Prinsep, as to the probability of its recovering the money from the 
government, since the forged notes lodged as security with it were valueless. 
The case put before the two lawyers by the bank solicitor, Charles Hogg, 
was as follows: 


1. Whether the examination of the paper at the Treasury by an officer appointed to 
perform that duty and authorized to require a fee does not amount to a verification which is 
binding on Government. 
2. Whether the payment of interest is not also an acknowledgement and verification of the 
paper and binding upon Government. 
3. Whether if the signatures of the public officers be real, the Government is not liable 
although such signatures may have been surreptitiously and fraudulently obtained. 
4. Whether the previous endorsers are not liable and ifso whether the case of an endorsement 
back where the paper was only in deposit is to be distinguished from an endorsement on 
sale and transfer. 

And generally whether Government is not liable to the Bank for any loss arising from the 
securities now said to be forged. 


The two counsel consulted by the bank were optimistic about tts claim but 
the courts later refused to consider the government liable for the losses 
caused by the forgery. 

In the meantime, the government case against Rajkissore Dutt developed 
dramatically. Before the end of July 1829 the government announced 
rewards of Rs 5,000 for the arrest of Rajkissore Dutt and Rs 2,500 for the 
arrest of his son-in-law and agent, Dwarkanath Mitter.® 

Rajkissore Dutt gave himself up on 30 July 1829 to a Magistrate named 
Birch (who died before Dutt’s trial), but Dwarkanath Mitter was still 
absconding, so that we find an announcement by C.K. Robison, Justice of 
the Peace, dated 3 August 1829, of a reward of Rs 5,000 for the apprehension 
of Dwarkanath Mitter and Rs 2,500 for the apprehension of Bistnochunder 


Dehua le Wubi ek tee Abe ee aa 
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(Bishnuchandra) Mitter (brother of Dwarkanath and an employee of 
Rajkissore Dutt).° 

The trial of Rajkissore Dutt on a charge of forgery began on 28 December 
1829 and ended on 31 December ]829, and occupied, as far as one can 
judge, three full working days of the Supreme Court. By then Dwarkanath 
Mitter and Bistnochunder or Bissenchunder Mitter were also present as 
witnesses.'° The trial presents many curious features. First, Rajkissore 
Dutt flatly contradicted in court the statement the police claimed he had 
made when he was first taken into custody. The police Magistrate, C.K. 
Robison, and Sergeant Major McCann, who first produced Rajkissore 
Dutt before Robison (on 30 July 1829), contradicted each other. Finally, 
Dwarkanath Mitter, who was the principal witness about the actual 
forging of the Company’s papers and the signatures on them, was not 
cross-examined either by the prosecution counsel (who was J. Pearson, the 
Advocate-General) or by Minchin, the counsel for Dutt. 

According to the record of the initial deposition of Rajkissore Dutt 
before Robison, supplied by the latter, Dutt confessed that ten promissory’ 
notes from the Company to Buddenauth Roy placed before him were all 
forgeries. The signatures of Holt Mackenzie, Charles Morley and other 
officers of the government on the notes were all forged by Isser Chunder 
Budder (Bhadra), who shared in the profits of the forgeries with Dutt. 
Some were also forged by a Mr. Graham. According to Dutt, his son-in- 
law, Dwarkanath Mitter, did not share in the profits; he was employed on 
Rs 100 a month just to manage the business of shipping and the bank for 
Dutt. Buddenauth Roy signed the genuine papers, and [sser Chunder 
Budder copied his signatures. ‘The same Budder also forged the signatures 
of partners of Mackintosh & Co. who were supposed to have endorsed the 
papers. | 

But in the Supreme Court Rajkissore Dutt denied all this and claimed 
that he had said all that ‘from fear’. According to Robison, the prisoner 
was taken to the police office first and then to Robison’s apartment in the 
police office, where he was detained till 5 August 1829. At a meeting on 30 
July with Dutt in the police 2ffice James Calder, senior partner of 
Mackintosh & Co., was also present. (Calder also appeared as an assignee 
of Rajkissore Dutt at the trial; Mr. Alexander—presumably Nathaniel 
Alexander—was the other assignee under the Insolvency Act. According 
to the minute book record of the Bank of Bengal, Rajkissore Dutt had at 
first refused to appoint an assignee, and a Dr. Halliday was to be requested, 
by a resolution dated 22 October 1829 to take out a declaration of 
insolvency against Dutt for the general benefit of all the creditors. The 
bank had already passed a resolution on 6 August 1829, authorizing 
Calder to advance money in order to allow the manufacture of indigo in 
Rajkissore Dutt’s factories to proceed. Obviously, the efforts of the bank 
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and the other creditors of Dutt had borne fruit, and Calder became an 
official assignee.) 


Robison was somewhat incoherent in his evidence: 


I do not believe that for the first two days Rajkissore had no food. I forbade any person in 
connexion with him having access to him. McCann had orders to do everything necessary 
for him. There is no standing order to prevent persons from seeing their friends whilst 
under confinement at the Police Office. 

I gave orders to have every comfort supplied him consistent with his situation. } know 
that Hindoos could not eat except the food [that] was cooked by particular persons, but I 
consider my duties were paramount to their prejudices. McCann had orders to allow all 
proper persons to see him. Unless particular orders were given to the contrary, his friends 
would all be admitted. 

There were conveniences enough in the rooms. The Attorney of Raykissore Dutt never 
applied for permission to see him. I have never received a letter to that effect and tore it up. 


Sergeant McCann contradicted Robison in most of the particulars. 
According to him, Rajkissore Dutt was kept in McCann’s quarters for a 
day and then moved to the Town Guard. Dutt’s attorney applied to 
McCann and to the Magistrates (including Robison) to see Dutt but this 
application was refused. McCann had orders not to let anyone see him. 
Dutt’s own servants brought him his food, but were not allowed to 
converse with him. 

Dwarkanath Mitter addressed the Court and said that Pearson (the 
Advocate-General) had promised him in writing that he should not be 
called on to give evidence against his father-in-law, and Pearson admitted 
this. The presiding judge pronounced that no person but a judge of the 
court could admit or deny any individual giving evidence before the court. 
However, since both Pearson and Minchin refused to examine Dwarkanath 
Mitter, the latter got his point. 

The government called a large number of witnesses, who included high 
officials such as Holt Mackenzie, Henry Thoby Prinsep, E. Molony, 
Charles Morley, the feckless examiner of paper, William Oxborough, | 
Elliot Macnaghten and his sircar, Parbutty Chund Chatterjee, 
G.H. Guttmann, the Printer of Government Office, who also superintended 
the printing of the Government paper, Gooroopersaud Bose, the native 
accountant of the Bank of Bengal, Major Campbell, and several others. 
However, their evidence only showed that they thought that some of the 
signatures on the papers that were alleged to be forged were not probably 
genuine, but most of them could not be positive about it. Molony, for 
example, admitted that his signature was variable and had changed over 
time. Guttmann pooh-poohed the quality of the printing of the forged 
paper, claiming that it could not possibly have been printed by him, but 
other witnesses were not certain about the qualitative difference in the 
printing of the forged and the genuine paper. Only Major Campbell 
definitely claimed to recognize the papers as forgeries, but without adducing 
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any evidence for his judgement. It also came out at the trial that Rajkissore 
Dutt hardly knew English and could just about sign his own name in 
English, so that the torgeries would have to be executed by somebody 
else (probably Dwarkanath Mitter—according to the evidence of 
Bistnochunder) though possibly under Dutt’'s direction. | 

The government's case thus rested mainly on circumstantial evidence— 
the existence of genuine duplicate papers, the diflerence in the handwriting 
used to fill up the body of the paper, the omission of a ‘To’ in one or two 
papers. Few persons denied that the signatures of the officials to the papers 
could well have been genuine. The mystery was as to how they might have 
been obtained. One explanation lay in the enormous pressure on the 
officers and persons employed to check the papers at the time of the loan of 
[825-26 (for financing the first Anglo-Burman war). Since the officers 
often. signed blindly on papers placed before them, the connivance of a 
minor functionary (not excluding William Oxborough and his brother, — 
Thomas, who sat at the same table and acted as his assistant), would be 
cnough to secure the signatures. ‘The government side did not enquire too 
closely into such poss:bilities. 

In his summing up for the jury, Sir Edward Ryan begged of them to 
divest their minds ofall that they might have heard out of the jury box, and 
ofall that they might have seen in print with reference to this case. ‘Ina 
small society these things must come to your knowledge ...” Ryan's caution 
could not have been more apposite. On 30 July 1829, for example, the 
Calcutta Gazette had already pronounced in an editorial, Rajkissore Dutt 
guilty of the crime for which he was facing trial in December.'’ Ryan was 
also otherwise very fair in his summing up. He told the jury to dismiss from 
their minds ‘the question of absolute forging, for of that there [was] no 
direct evidence of his [i.e. Rajkissore Dutt’s] having been the absolute 
fabricator of the paper’. According to Bistnochunder Mitter’s evidence 
Dutt had a press at which he printed government papers. Ifa particular 
paper was not printed at the proper press but by Dutt, and the signatures 
were fraudulently obtained, then, according to Ryan, it was a forgery in 
law. Furthermore, if Bistnochunder accompanied Dwarkanath to Elliot 
Macnaghten’s office, under Rajkissore Dutt’s direction, to sign the bond 
for borrowing money on deposit of the forged note, then this was proof that 
Dutt uttered the note. 

The jury returned a verdict of “Guilty of uttering a forged paper knowing 
it to be forged’. 


18.3. The trial of Raja Buddenauth Roy 


Soon after this judgement the government decided to try Raja 
Buddenauth Roy, and on 8 January 1830 began what must have been one 
of the most : sensational trials in Calcutta since the trial of Raja Nandakumar 
for forgery in the eighteenth century. Raja Buddenauth was not only one of 
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the richest men of Calcutta of his time; he was the third and at the time the 
eldest surviving son of Maharaja Sookmoy, the first Indian director of the 
Bank of Bengal.'? Buddenauth’s eldest brother had been the khazanchee 
of the bank for fifteen years. He himself had been specially recognized by 
the government and had been given the title of Raja.'* 

On the first day of the trial the counsel for defence moved the court fora 
special jury for the trial of the case. The judge, after noting that the 
defendant possessed a rank acknowledged by the government which was 
held ‘in high esteem among the natives’, that he was possessed of large 
wealth, and that until that moment his character had been unimpeached, 
observed:'* 


Now it is the design of the Law, that a man shall be tried by his Peers, and this in some 
instances is carried to a great extent. When a person therefore like this, who is above the 
ordinary condition, is brought to our Bar, and requests to be tried by a Special Jury, whose 
condition in like approximates more to his own, than those persons of whom a Common 
Jury is composed, we are in granting him a Special Jury, complying with the Rule of Law, 
and permitting him to be tried by his Peers. If the case be intricate and difficult, which we 
understand it is, there is another, and a very strong reason, why it should be left to a Special 
Jury. The objection of the Advocate General, that the Special Jury would have a bias, 
which a Pettit Jury would not, can never be entertained by the Court. It would be 
monstrous to act on surmises ... . 


‘The actual trial commenced at the Supreme Court on 18 January 1830., 
‘The composition of the jury was as follows:'* 


N. Alexander, Foreman, 

S.J. Sarkies, William Smithson, Henry Sergeant, 

W.F. Fergusson, Willis Earle, Charles Hunter, 

George Alexander, Prosonnocoomar Tagore, GS. Haddow, 
W.J. Duncan, and William Moore. 


There was thus only one [ndian among the members of a jury supposedly 
composed of the peers of Raja Buddenauth Roy. (In the second supplement 
to the trial of Raykissore Dutt all the members of the jury were Europeans 
or Armenians.) The defendant was charged with the ‘misdemenor in 
having on the 26th of February 1829, forged, and put away knowing it not 
to be genuine, a certain Government Security, No. 3699 of 1825-26, for 
20,000 sicca rupees, at 5 per cent interest, with intent to defraud Archibald 
Galloway and the United Company’. T he indictment contained 48 counts. 

According to the Advocate-General, up to the time the Raja joined 
Rajkissore Dutt in the establishment of the India Bank, the latter was ‘a 
man of low rank and poor circumstances, he was not admitted into the 
society of respectable natives. From this period he rose to opulence, but 
what was more extra-ordinary, this Bank was established, not for 
commercial speculations, but for the purpose of facilitating the putting 
away of false Company’s paper as security for loans raised’. 
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While Rajkissore Dutt was unable to speak or write English the Raja, 
according to the Advocate-General, ‘wrote and read [English] in a manner 
not unbecoming an English gentleman.’ The main evidence was to be 
submitted by Dwarkanath Mitter who had turned informer. Since Mitter 
was an accomplice, he was not to be believed without confirmation by 
other witnesses; but even if he was confirmed only in part the rest of his 
evidence would have to be believed, if plausible, ‘for if it were otherwise 
informers would be of no use’. 

The sole witness for the prosecution as regards the-involvement of Raja 
Buddenauth Roy was Dwarkanath Mitter. Mitter claimed that he had 
learned the art of forgery from Isser Budder, previously in the employ of 
Rajkissore Dutt, but who had since been discharged. A Mr. Graham had 
also forged signatures for Rajkissore Dutt; apparently Graham was 
deported for the offence. Mitter came from jail to give his evidence, 
although he was not sentenced. Apparently, he was tested and to some 
extent coached by officers of the government before he was allowed to turn 
informer. For example, the forged Company’s papers were shown to him 
in jail, and he was asked to prove that he could forge the signatures of the 
signatories on the notes so that they could not be distinguished from the 
original signatures. According to Dwarkanath Mitter, Raja Buddenauth 
Roy had a 12 anna share in the India Bank, but other witnesses (for 
example, Captain Campbell) claimed that the Raja’s role was limited 
simply to lending money to Rajkissore Dutt at a low rate of interest. ‘The 
Raja apparently explained his motive for doing this by saying that he had 
known Rajkissore Dutt’s family for a long time and so regarded him more 
or less as a dependent with some claim to his support. That there was some 
proof of this was shown by the fact that Rajkissore Dutt gave a bond to him 
whenever the Raja signed the notes of the India Bank. After denying at 
first any knowledge of such transactions, Mitter admitted that he himself 
had prepared such a bond. Mitter claimed that the Raja’s role was to 
compare the signatures on the genuine Company’s papers with the forged 
ones. According to Mitter, when the Raja came for such business to 
Rajkissore Dutt’s house he was not accompanied by anybody. It turned 
out that everyone employed in India Bank and Rajkissore Dutt & Go. was 
an employee of Dutt, although Mitter claimed the Raja to be the senior 
partner. Mitter claimed that Bissonauth Chuckerbutty was the Raja’s 
manager in India Bank but this was contradicted by Gooroopersaud 
Bose,'® who claimed that Chuckerbutty was also an employee of Dutt. 

After Rajkissore Dutt’s flight on 27 July 1829 Raja Buddenauth Roy 
showed a bundle of fourteen Company’s securities to various persons such 
as Captain Campbell, J.W. Hogg, a Magistrate, and C. Hogg, who acted 
as the Raja’s attorney. Then he took them to the Treasury to test whether 
they were all forged. He would be a loser to the tune of Rs 214,000 if they 
turned out to be forgeries. Some of these papers bore the Raja’s 
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endorsements, but they bore the endorsements of some others as well, such 

as Elliott Macnaghten. The defence counsel argued that some of the 

signatures of the Raja on these papers and papers possessed by others 

could also have been forgeries, as indeed were those of the partners of 
Mackintosh & Co. or of Connyloll Burral, who worked for the Hindostan 

Bank. The defence counsel also argued that the very fact that the Raja had 

come forward with the forged papers, and refused to burn them as a friend 

had suggested, proved his innocence. But, of course, his action could be 

seen in a completely different light. The most damaging evidence against! 
the Raja was the existence of his signature on three Company’s papers of the 
same date and number and two acknowledgements of receipt of interest on 
a paper of the same date and number. But, again the signatures could 
have been forged. In summary, whatever evidence existed to prove 
the guilty knowledge of the Raja was of a circumstantial nature. The direct 

evidence came only from Dwarkanath Mitter (Rajkissore Dutt, undergoing 

his prison sentence, was not there to give evidence) who had proved 

himself a consummate villain. The jury, after an hour's deliberation, 

returned the following verdict: ‘We do not think Dwarkanath Mitter’s 

evidence by itself sufficient to convict the defendant and giving him the 
benefit of the opinion we find him “Not Guilty” ’.”” 

‘The Government of India or, for that matter, the creditors who had lost 
through the forgeries of Rajkissore Dutt, were not satisfied with this 
verdict. It had been openly hinted that junior European functionaries of 
the government Treasury might have helped in the forgeries. On the other 
side, the men or institutions who had lost through the forgeries of Rajkissore 
Dutt had everything to gain if they could prove Raja Buddenauth Roy tu 
be an accomplice in the crime, for then they could latch on to the extensive 
prope'ty of the Raja. 

The second trial of the Raja began on 25 February 1831, and continued, 
with some breaks, until 14 March 1831. The specific charge for indictment 
was that he had forged a promissory note for the payment of money, dated 
30 January 1826, for sicca Rs 28,000, no. 4031, of 1825-26, with intent to 
defraud the Bank of Bengal and also the United Company and uttered it 
with the same intent."® 

This time the prosecution produced a large number of witnesses who 
gave direct evidence of the Raja’s involvement in the forgery. The alleged 
printer of the forged notes, Bissonauth Gooho, claimed that the Raya had 
examined the printing and given instructions-for re-doing the jub when he 
found it badly done. Another witness, Gooroochurn Doss, a khidmatgar in 
Rajkissore Dutt’s house, claimed that he had seen the Raja at the house of 
Rajkissore Dutt on the night a quantity of types of the press were melted 
and their bexes burned; the Raja, according to the witness, had stated his 


. approval of these ineasures. 
Sultan Kawn (Khan), a coachman. in the service of Rajkissore Dutt, 
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claimed that under the direction of Bissonauth Chuckerbutty he had taken 
a small iron press from the office of the India Bank to the garden house of 
the Raja a few nights previous to the flight of Rajkissore Dutt. However, 
this press was actually found in a tank belonging to Horeymohun Tagore, 
close to the garden house of Rajkissore Dutt. Furthermore, the printer 
stated that the press was the one used in the office of the India Bank for 
printing notes but not Company’s paper—it was too small for that. 

There was one witness, Muddenmohun Mozemder, who told so tall a 
story purporting to establish the Raja’s guilt that the Calcutta Gazette 
refused to reproduce it. The kAtdmatgar’s story that he was privy to the 
Raja’s approval of the alleged melting of the types is also rather implausible. 
What is even more remarkable is-that not only were practically all these 
witnesses servants in the household of Rajkissore Dutt but that 
Gooroochurn Doss, Bissonauth Gooho, Sultan Kawn, Muddenmohun 
Mozemder had all been confined in jail from anywhere between three 
months to a year before the case came up for trial. 

When summing up the Chief Justice pointed out that for the allegation 
that ‘the Rajah Buddenauth was a party to the false making and that he 
put his name on the back there was no sufficient positive evidence without 
the testimony of Dwarkanauth Mitter’,’? and that the rest of the charges 
entirely depended for their validity on the truth ‘or falsity of this one 
allegation. The Chief Justice also alluded to 


what had been stated as to the conduct of the Magistrate in confining some of the witnesses 
and he was bound to say, that such a confinement in the jail had been no doubt, illegal; for 
there appeared to have been no commitnient by the Magistrate; and, it was said, that they 
had been several months in confinement, and that a sessions had passed without their 
names appearing in the Calendar, and this was what the greatest reprehension attached 
itself to. By the Habeas Corpus a.person might at any time have himself brought up before the 
Court, and the commitment upon which he was restrained would then appear, and his 
Lordship knew that in England the commitment was always made out at the period of 
committal though such was not legal, but he said, he would not at the same time reprehend 
the conduct of the Magistrate and the Government, for all must be aware of the difficulties 
which were felt in this country in keeping the witnesses together.”° 


The jury again brought in a verdict of ‘Not Guilty’. There is little doubt 
that the prosecution failed to establish its case even after adopting illegal 
methods. However, the British historians of the Bank of Bengal, Cooke 
and Symes Scutt, have not hesitated in pronouncing Raja Buddenauth 
Roy guilty. Cooke wrote: ‘Rajah ***********'s indorsement was on 
several of the papers, and there was sufficient evidence to show his 
signature to have been genuine, and that he participated in the amount 
raised on the notes.’?' Symes Scutt reproduces Cooke’s unwarranted 
verdict verbatim.” 


18.4 The Bank of Bengal sues the East India Company 


At the time the government was suing Rajkissore Dutt and Raja 
Buddenauth Roy on the criminal charge of forgery, the Bank of Bengal 
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brought an action against the United Company (i.e. the East India 
Company) to compel the latter to make good the losses through the forgery 
of the Company’s paper. The case was heard in the Supreme Court of 
Calcutta on 22 and 23 July 1830.73 The bank’s case rested on the fact that 
the forged notes had been certified as genuine by William Oxborough in 
the Accountant-General’s office, and since he was authorized to search the _ 
registers and certify the notes and had done so in his official capacity, the 
Company’s government was bound to compensate the bank which had 
suffered a loss through the mistake made by Oxborough. Furthermore, 
precedents from English courts were cited showing that even when a bill of 
exchange had been found to have been forged, if it was accepted for 
discounting in good faith the alleged drawer of the bill would have to 
compensate the acceptor for any loss arising therefrom. 

The Advocate-General argued first that Oxborough, an unconvenanted 
assistant, had no real authority to authenticate and thus guarantee the 
Company’s paper which he examined. His authority was confined to 
searching the registers and finding out whether a Company’s paper 
corresponding to the date and amount shown on the paper submitted for 
examination had actually been issued. ‘The Advocate-General] also argued 
that the debt of the Company contracted in India was a territorial debt; 
the Company which exercised political authority over a hundred million 
people could not be treated as just any other corporation or individual who 
contracted a debt or issued a note in the way of business; nor were the 
Governor-General in Council and the Secretaries of the Government who 
signed the promissory notes authorized to issue notes for the commercial 
operations of the Company. 

The Chief Justice essentially accepted the second part of the Advocate- 
General’s argument. He was of opinion that Oxborough had authority to 
examine notes, and compare them with the register and inform the 
holders whether they were genuine or not. He +vas satisfied that Holt 
Mackenzie (one of the signatories of the forged notes) as Secretary to the 
Government ‘had no authority to draw notes for the United Company in 
its commercial capacity, nor had the Governor General, and this he 
considered most important’. ‘The Governor-General in Council did not 
derive his power to issue notes from the Company but from specific Acts of 
the Parliament by which he was empowered to raise loans for governmental 
purposes alone. Neither the Company nor the Governor-General had the 
authority to pay for forged notes because they could not appropriate any 
funds for that purpose. Only the Parliament had the authority to give relief 
to the plaintiffin this case. Sir Edward Ryan, the other judge, differed from 
the Chief Justice, and thought that the government which had been guilty 
of laches must suffer especially since the Bank of Bengal had adopted all 
due and proper caution, and done all in its power to ascertain the genuine- 
ness of the securities. 

The verdict of the Court was ‘Nonsuit, with liberty to the Plaintiffs to 
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move to have it set aside, and a verdict entered for them’. The bank then 
took the case to the Privy Council, which upheld the verdict of the 
Supreme Court. The bank directors then appealed to the Court of Directors 
of the East India Company. The latter also declined to make good the loss 
suffered by the bank because of the Rajkissore Dutt forgeries. The bank 
directors announced that no dividend would be declared for the half-year 
ending on 30 June 1834, the whole of the profits of the period being written 
off to profit and loss. 


On its being known that no dividend would be made, Bank Stock fell from Rs 6,000 to 
Rs 4,500 and even to par (Rs 4,000), so great was the consternation in the bazaar. The 
excitement however, was merely temporary, and tended only to benefit those who seized 
the opportunity to purchase all the Bank shares they could meet with; for the following year 
the shares rose in price to their former standard.4 


The directors made yet another attempt to recoup their losses. In 
January 1835 the bank directors submitted a memorial to the Governor- 
General, Bentinck, pointing out the loss suffered by the bank’s shareholders 
because of the Privy Council verdict, and soliciting such relief as might 
seem to them to be “equitable and proper’. The memorial was forwarded’ 
by the Governor-General to the Court of Directors, who gave a negative 
reply on 30 March 1836. “They argued that compliance [with the bank’s 
appeal] might lead to their being importuned, and that:proper caution was 
not used by the bank.’?° It must be remembered that this happened in the 
wake of the disclosure of the complaisant behaviour of the bank directors 
with respect to the delinquent agency houses, through which the bank 
suffered the biggest loss in its history. Thus ended the case of the Rajkissore 
Dutt forgeries. 


13.9 Other cases of fraud and forgery till 1860 
In September 1838 a fraud was practised on the Bank of Bengal: 


A person representing himself as one ‘Robert Coombs’ took a loan of Rs 11,900 for three 
months on dzposit of Government promissory notes for Rs 13,000. Those notes were stolen 
from the Government Agent’s Office. The forged endorsements, which passed current at 
the bank, were also passed by the officer of the Accountant General's office and the 
Treasury.”° 


The Bank of Bengal continued to be plagued by forgeries of its notes. In 
1840 McCann, Deputy Superintendent of police unearthed a gang of 
forgers, who were convicted. McCann wrote a letter to the bank asking for 
reimbursement of Rs 131 which he had spent in obtaining information 
about the forgers and suggesting that the bank should make him a gift 
worth Rs 500. The bank complied with this request (!) and presented a 
gold watch to McCann, besides reimbursing his expenses. 

In February 1841 a fraud was detected in the khazanchee’s department. 
In March 1846 a forged cheque for Rs 2,000 was detected before it was 


Of frauds, forgeries and other disturbances / 469 


cashed, and the utterer was arrested.2” A little later, in another case, one of 
the men in khazanchee Harimohan Sen’s department was caught in a 
scheme of embezzlement and forgery, and this was used as an excuse to get 
rid of the khazanchee. 


On 8 February 1851, in a robbery on the Oriental Bank in Bombay, 
notes of the Bank of Bombay running to Rs 95,900 were stolen.?8 As a 
result, there was a run on the Bank of Bombay, which was stopped by the 


Government of Bombay providing a guarantee that all notes of that bank 
would be paid. 

On Wednesday 10 November 1852 a fraud was committed on the Bank 
of Bengal by means of forged cheques. The total sum involved was 
Rs 76,000, being nearly a fourth of the half-yearly dividend expected at the 
beginning of next year.”° A full description of the modus operandi appeared 
in the Hurkaru of 13 November 1852. This is worth extracting in full for it 
sheds light both on the procedure followed in drawing out money by 
means of cheques and on the differences in mercantile custom between 
different groups of Indian merchants: 


The police have hitherto failed in discovering a trace of the party who presented at the bank 
the forged cheques, upon which the Rs 76,000 was paid on Wednesday last. 

The time onginally appointed for the execution of the scheme appears to have been the eve 
of the Doorga Poojah holidays. A month ago, the bank received a written application 
signed ‘‘Pemabhoy”, the principal member of a Goozeratee firm in this place and a 
constitutent of the bank, for a blank cheque book. This was given without, it seems, any 
search being made to see whether the last set of cheques issued to Pemabhoy had been 
exhausted, which it is now ascertained it had not been. It is the rule and practice of the 
bank to register every cheque book that ts sent out to a constituent; but it turns out that this 
particular delivery was not registered, and that the omission.is the only one of the kind in the 
bank. books. The official (a native), whose duty it was to make the entry, says he cannot 
explain this omission except by ascribing it to accident. 

Whether it was that the authors of the fraud, or their agents, did not find a sufficient crowd 
in the bank for their purpose on the eve of the Doorga Poojah holidays, or that they were 
taken aback at secing Mr. Cooke resume for that day his former seat in the cheque 
department, they did not present their cheques until Wednesday last.*° There were two 
cheques, one for Rs 41,000 signed ‘“‘Pemabhoy”’ in Bengali characters; the other for 
Ks 35,000, purporting to bear the signature of another native merchant, also in Bengali. 
The former was the first of the cheques that were delivered upon a written application a 
month ago—the latter was the last of the same set. Both were payable to bearer, and not to 
order, as usual, and both were presented by the same man, a Hindoo sircar, who was 
accompanied by two bullion merchants known in the treasury. 

The process through which every cheque has to pass before the order for payment is made 
is this. One native official writes his initials on the face of the instrument, as a certificate 
that the drawer has assets sufficient in the bank to meet the draft:—another appends his 
initials at the foot of the signature of the drawer, and affixes a stamp, to indicate that the 
signature is genuine. Mr. Cooke (now Mr. Moultrie, his locum tenens) then, looking at these 
authentications, stamps and signs the order for payment; and the cashier, looking at this 
order, hands over the amount to the party presenting the cheque. 

The cheques in question purport to bear the initials of the two native officials through 
whose hands, in the regular course, they should have passed before going to Mr. Moultrie, 
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and also the stamp which the second official impresses beside his name; but the officials say 
that both their initials and the stamp are forgeries. It is certain that the stamp is counterfeit, 

for, upon examination, it proves to be somewhat larger than the genuine engraving. With 
these initials and this stamp, the cheques were presented to Mr. Moultrie. Mr. Cooke says 
that, had they been taken to him for the order for payment, the first circumstance which 
would have struck him as strange would be the presentation of cheques from a Goozeeratee 
house by a Hindoo sircar, the up country merchants invariably sending burkundauzes or 
loll pugreewallahs on such occasions:—the next circumstance which would have attracted 
his attention would have been that both the cheques, each for so large an amount, were 
made payable to bearer, and not, as usual, to order. Mr. Moultrie, however, less experienced, 
only went by what purported to be the initials of the native officials. Never doubting that 
these were genuine, he signed an order for the payment of both the cheques. The bearer 
then took the cheques to the cashier, who paid him the amount in notes, without, as he says, 
asking him any questions. In writing a receipt for the notes, the sircar signed the name 
‘““Hurrynarain Chowdry”, but the formation ofthe characters in the two cheques does not 
assimilate, which would be the case if the man wrote an assumed name that he was not 
accustomed to sign. 

Within half an hour after the payment at the bank, the bullion merchants, who had 
accompanied the sircar thither, offered these notes in the treasury for 5,000 gold mohurs. 
So unusual an exchange induced Mr. Walker and Mr. Harvey to inquirc inte the object of | 
it, upon which the bullion merchants said they wanted the money for a wealthy native who, 
in fulfilment of some vow, intended to have himself weighed in gold mohurs, and distribute 
the coin in the way of alms! No other questions were asked, and the gold mohurs were given 
in exchange for the notes. 

The bullion merchants are now in custody. They deny all personal knowledge cf the Babou 
about whom they spoke in the treasury, and say they joined in the transaction upon the 
representations of two dullols, or brokers, who had come to them to purchase gold mohurs 
for the Baboo for the purpose mentioned by them in the treasury. 


When branches of the Presidency Banks were opened in the 1860s new 
opportunities for fraud were opened up, but since the banks lost the right 
of note issue the problem of the forgery of bank notes was eliminated. 


NOTES 


1. In England, when the automatic conversion of Bank of England notes into gold on 
demand was suspended in 1797 and the Bank of England began issuing notes of £1 and 
£2, there was a spate of forgeries which went on throughout the period of the ‘paper 
pound’, i.e. 1797—1821, and there were many hangings of men and women for forgery 
under the cruel laws against forgery prevalent in England then. See Clapham: The 
Bank of England, vol. 2, pp. 3 and 76. 

2. Definition of ‘felony’: ‘At common law, every species of crime, a conviction for which 
occasioned the forfeiture of the lands or goods of the offender, and the penalty for which 
was death (except petty larceny, and mayhem). Forfeiture was abolished, however by 
the Forfeiture Act, 1870. Many offences were made felonies by Statute’. Osbome’s 

- Concise Law: Dictionary, ed. by John Burke, p. 145. 


3. In Bengal Briybasees or brajabasis were supposed to speak “Brajabhasa’, that is, Maithili. 


14. 


- 


15. 
16. 
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The term was used for inhabitants of central Bihar which was the recruiting ground for 
security guards. 


. Symes Scutt: Bank of Bengal, pp. 21-22. 
. According to Gooroopersaud Bose, who was the native accountant of the Bank of 


Bengal at the time (he had joined the bank in 1814), Rajkissore Dutt used to carry on 
the business of buying horses and carriages and selling them until about ‘six years 
back’, that is, until about 1822 or 1823. See Bose’s evidence in Government Gazette 
(Calcutta Gazette), 4 January 1830, Supreme Court, Calcutta, 28 December 1829, 
‘The King against Rajkissore Dutt for forgery’. 


. Ibid., evidence of the Advocate-General, J. Pearson. However, we find the notice of the 


opening ofa ‘Bank of India’ under the management of Rajkissore Dutt & Co. on 1 May 
1828. See Das Gupta (ed.): The Days of John Company, p. 339. 


. Second supplement to Government Gazette (Calcutta), 7 January 1830, evidence of 


Bissenchund Mitter. 


. Das Gupta (ed.): The Days of John Company, p. 396. 

. Ibid., p. 353. | 

. Government Gazette (Calcutta), 4 January 1830 and 7 January 1830. 

. Das Gupta (ed.): The Days of John Company, p. 396. 

. Narendranath Laha: Subarnabanik Katha O Kirti, vol. 2, p. 498. 

. On 24 December 1825, for example, Raja Buddenauth Roy was presented with a 


special khelat, including a pearl necklace and other decorations, by the Governor- 
General. This was in recognition of his large expenditures on philanthropy including a 
gift of Rs 30,000 to the Native Hospital and Rs 50,000 for the spread of education. He 
also made a gift of Rs 20,000 to the Ladies’Society for Native Female Education. , 
Brajendranath Bandyopadhyay: Sangbadpatrey Sekaler Katha, vol. 1, 18/8-1830, pp. 39, 
242, 416-18. 

Government Gazette (Calcutta), 11 January 1830. 

Government Gazette, 21 January 1830. 

Gooroopersaud Bose, the native head accountant of the Bank of Bengal was referred to 
by Mitter as the dewan of that bank, thus showing how loose the use of the term dewan 
was. In the course of his evidence Bose said that he got commission for the business he 
conducted for Colonel Galloway. Sometimes Rajkissore Dutt gave Bose one pie per 
cent when the latter got a loan for him. These hints perhaps explain the attractiveness 
of a connection with the Bank of Bengal or other European business houses even 
though the pay was low. Colonel Galloway was also the employer of Gooroopersaud’s 
son, Sreenath Bose. 


. Second supplement to the Government Gazette (Calcutta), 28 January 1830. 

. Das Gupta (ed.): The Days of John Company, pp. 629-40. 

. loid., p. 632. 

. Ibid., p. 633. 

. Cooke: Banking in India, p. 103. 

. Symes Scutt: Bank of Bengal, p. 24. 

. Government Gazette (Calcutta), 26 July 1830. 

. Symes Scutt: Bank of Bengat, p. 24. 

. Lb1d., p. 25. 

. Cooke: Banking in India, p. 107. The Government Agency was established in 1810, 


under charge of the Account-General and Sub-treasurer, primarily as a repository of 
Company’s paper and other negotiable securities. But in 1832, after the failure of the 
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27. 


28. 


29. 


30. 


large agency houses, a separate Government Agent was appointed to give his whole 
attention to it. The Agency was abolished in 1855, and its business was transferred to 
the three Presidency Banks. /6id., p. 77. 

Samachar Chandrika (in Bengali), dated 5 March 1846, as quoted in Benoy Ghosh: 
Samayitkpatrey Banglar Samajchitra, (in Bengali), vol. 3, (Calcutta, Papyrus, 1980) p. 63. 
Allen’s Indian Mail, vol. UX, January—December 1851, p. 165. By September 185] 
Rs 48,100 worth of the stolen bank notes had been recovered and the Bank of Bombay 
had paid the balance (minus Rs 5,000 in small notes, the numbers of which were not 
known) under a guarantee. Jd:d., p. 646. The Oriental Bank lost heavily—to the tune of 
about Rs |,50,000—around this time through forged and repudiated hundis and forged 
cheques. 

This estimate was made by the Frend of India, and is reproduced together with the 
extract from the Hurkaru in Allen’s Indian Mail, vol. 10, no. 211, 30 December 1852. 
This was C.N. Cooke who had joined the Bank of Bengal in 1834, and was, therefore, 
an official already of eighteen years’ experience in the bank. At that time he was an 
accountant of the bank. Some of his former duties were taken over by G.W. Moultrie, 
who had joined the bank in August 1852, and was thus relatively new to the bank. 
Symes Scutt: Bank of Bengal, p. 43 and Appendix E. 


Chapter 19 


The Presidency Banks and exchange 
banking 


19.1 The Company’s opposition to exchange banking 


The question whether the Banks of Bengal, Bombay and Madras 
should operate in the market for foreign exchange came up for discussion 
several times between 1837 and 1866, and each time it was decided to 
confine their operations entirely to domestic banking. We have touched on 
this question in several other chapters, but it may be useful to recapitulate 
the major considerations and pressures confining these banks to domestic 
banking operations. 

As we have pointed out elsewhere, as long as the East India Company 
was the legally constituted monopolist trader between Asia and Europe all 
remittance operations were conducted either by itself or in association 
with the few private traders who were tolerated by the Company (such 
tolerance was extended more readily to private traders concerned with 
intra-Asian, particularly India-China, trade than to others). The agency 
houses conducted some exchange banking as a by-product of their trading 
operations. The first serious proposal for a joint-stock bank to conduct 
exchange operations was mooted when the General Bank of India idea 
was floated by East India merchants in 1836 (see chapter 10). It was in 
the aftermath of this that a clause was sought to be incorporated in the 
revised charter of the Bank of Bengal to allow it to conduct exchange 
operations. But the meeting of the proprietors of the Bank of Bengal held 
on 10 June 1837 resolved to modify the relevant clause and add ‘payable in 
India’ after the ‘buying and selling of bills of exchange’. This was 
incorporated in the Bank of Bengal charter of 1839 and copied in the 
charters for the Bank of Bombay (adopted in 1840) and for the Bank of 
Madras (adopted in ! 843). 

For a Jong time the East India Company was opposed to the idea of 
permitting any chartered bank operating in India to engage in foreign 
exchange business.’ In 1840 R. Montgomery Martin tried to promote a 
Bank of Asia in his capacity as honorary secretary to the provisional 
directorate. It was originally an ambitious plan, with a projected capital of 
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£2 million sterling and pqwer to augment it. It was to be a bank of issue 
and 
of deposit; to have power to deal in bullion, coin, and bills of exchange; to lend on 


commercial paper, government securities, ‘and in such other lawful ways and means as 
[were] usually practised among bankers’.? 


The Bank of Asia shareholders would also enjoy the privilege of limited 
hability. 

Apparently, the projectors first applied to the Privy Council who referred 
them, on 3 April 1840, to the Board of Trade. The latter referred the 
question to the Board of Control for India, and that Board consulted the 
Court of Directors of the East India Company. The Court stated that the 
scheme of forming a Bank of India in London had been agitated some 
years before and had been given up in consequence of the Court’s decision 
to double the capital of the Bank of Bengal and form a bank on the same 
footing at Bombay. 


The Court further stated, that a charter, or Act of the Government of India, would, in their 
opinion, be absolutely necessary to enable any new institution of the kind to enjoy 
corporate privileges in the territory under their trust-management; and remarked, that the 
draft of charter submitted did not seem to contemplate this.* 


The secretary of the Company, Clay, detailed the conditions for granting 
the charter. The projectors then dissolved the original project and 
formulated a new one. This time, the right of note issue was not claimed 
and the projected capital was reduced to one million sterling, but the 
projectors still wanted limited liability and the right to conduct remittance 
operations between Europe and the Company’s territories. 

However, the Court of Directors insisted that a bank with limited 
liability must not engage in exchange operations. Attempts of the projectors 
to persuade the British Government to get the Company to waive its right 
to decide on who would be chartered to engage in banking operations in the 
territories under its rule also failed. And the moneyed backers of the 
scheme were not interested in either an unchartered bank or a chartered 
bank without the right to engage in real foreign exchange operations. 

The story of the Bank of Asia has been briefly sketched by Cooke* and 
told in detail by King’. It is interesting, for our purpose, to examine the 
analysis of permissible banking operations in India contained in a note 
written by H.T. Prinsep. The note explains the adamant attitude of many 
officials of the Government of India towards exchange banking by chartered 
banks. It also points to the conditions which the British Government in 
India might have enforced, but did not insist on, when the London-based 
exchange banks came to operate on a large scale in India. 

-The first question Prinsep examined was whether a bank could devote 
itself to remittance operations. He referred to deliberations of the Bank of 
Bengal in this context: 


The Presidency Banks and exchange banking / 475 


Whilst I was connected as a government director with the Bank of Bengal, and at a period 
when there was difficulty in finding employment for capital and funds of that institution, 
the opinion prevailed with my colleagues that exchange operations were a fair field for the 
bank to enter upon. I myself was opposed to that opinion; not, however, upon any ground 
of incongruity with the business of banking, but because I doubted whether the operation 
could be conducted uniformly with advantage. The true principle, as it seemed tome, upon 
which a bank should engage in such transactions was simply this, that it should always 
grant a bill when it could place the funds at the place where it would have to be paid 
without loss by a coin or bullion transport, and refuse bills wherever these terms were not 
offered. 

Conducted, however, on this principle, as between England and India, I saw no 
prospect of the Bank of Bengal making profit sufficient to compensate for the appropriation 
of capital which would of necessity have to be made for establishment of the agency or 
branch bank through which such operations must be locally conducted. 


Prinsep did not rule out exchange banking; but there was a gambling 
aspect of remittances which he compared to time bargains on the stock 
exchange. He went on: 


The American banks and the great London houses lent their credit almost without limit 
upon deposit of securities of fluctuating value ... . It is impossible to regulate by charter 
what securities are trust-worthy, or the prices at which they may be taken; but I incline to 
think that any bank that may be incorporated to give letters of credit, should be tied up as to 
the amount, and perhaps, also, as to the time, by the same stringent rules as are applied to 
discounts, and to the issue of notes payable on demand: for what, in effect, are these letter$ 
of credit but papers on the authority of which the money and goods of others were obtained, 
for engagements to pay at a distance, and after intervals of more or less duration? The bills 
of exchange given under them are bought and sold, and circulated among commercial men 
as bank notes are amongst the community at large; and the mercantile public require the 
sam: protection against over-issues. 


Prinsep would not object to the chartering of ‘remittance banks’, 


provided they ([submitted] to the same limit in respect to the amount of credits which [was] 
applied to an issue of bank notes, viz. some fixed proportion to the capital and cash balance, 
and also toa restriction as to the time for which credits [were] to run and bills to be drawn. 


The Court of Directors had refused to sanction the combining of 
remittance with other banking operations, viz. the issue of local bank notes 
in which the bank might pay bills of exchange, and Prinsep supported 
them: 


Such a scheme of paper credit might be built up into a fabric of too many stories for the 
material and foundation, and so produce, by its sudden dissolution or ruin, too much 
confusion to be hazarded for the sake of the experiment. But one central bank for buying 
and selling bills of honest specie, or local value payment, in various quarters, could not fail 
to afford benefits to commerce and to the public, and, ifestablished under proper checks for 
security against over-gambling, would seem to deserve encouragement rather than the 
contrary.® 


Prinsep argued that while branches or agents of banks could carry on 
exchange operations, as indeed agents of American and other banks had 
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done, there were grave objections against allowing branches of chartered 
banks to engage in local banking as well, without proper safeguards: 


There is only this reason to be given for putting restriction upon the bank’s agenis, and that 
is, that banking operations can only be conducted profitably by the employment of twice 
the actual funds available. 

Supposing the local agents, therefore, to be conductors of banks, they must seek to obtain 
through deposits, or by other means, additions to the capital provided for them by the 
parent bank; and in case of a sudden turn of exchange leading to any one of them being 
drawn upon from various quarters, the funds of all depositors would be placed in jeopardy, 
and nothing left to yield them a local dividend. 

To my mind, this consequence of engaging in exchange operations affords an insuperable 
objection to granting such a constitution to any bank as shall permit its establishing 
branches with corporate privileges whensoever it pleases. If the Government is to give its 
sanction to such establishments, and to be party to the invitation made to the public to give 
confiderice, and place funds in their hands, which the grant of charter privileges would be 
doing, the Government should be satisfied that there will be a local and proprietary body, 
and a local capital not liable to be withdrawn, and local responsible directors also, besides’ 
those nominated by the parent bank, who are in effect mere agents. 


Prinsep then laid down the following conditions for granting corporate 
privileges to any branch institution in India by means of a charter or 
incorporating Act: 


First, that there be a separate proprietary body for the bank to be chartered, of whom one 
half at least should be known residents within the presidency where the charter is to take 
effect. 

Secondly, that the capital of the said proprietors shall not be removable, and all transfer of 
shares, &c. shall be made only at the locally chartered bank. 

Thirdly, that the local bank shall not by acceptance, or by the grant of credits, or in any 
other way, incur liabilities exceeding its capital, or a certain proportion thereto, and a 
certain proportion likewise to its cash or available funds. 

Fourthly, the accounts of the local bank to be always separately made up, passed and 
published, the dividends only being subject to adjustment, by reference to the profits and 
losses of other concerns. 

Fifthly, directors to be elected by the local shareholders, with whom may be associated 
others nominated by the parent institution. 

Sixthly, the nomination of officers to be in the local directors, subject to approbation by 
directors at home. 


On the specific proposal of the Bank of Asia’s opening branches in India 
Prinsep gave the following opinion: 


... if the proposed Bank of Asia were duly chi rtered at home, with power to employ agents 
abroad, those agents would be recognized as representing the Bank at places in India as 
elsewhere, wherever they might be sent, without needing any reference to Jocal legislatures 
to confer corporate privileges. 

In this view, as it seems to me, if the Bank of Asia be chartered by the Crown for the 
purposes declared in the Act of incorporation, amongst which the establishment of 
agencies or branches in India should be declared, it could carry out its purposes, and 
through such agents or branches do all it could desire to do without needing a local charter 
here. All that has to be provided is, that the agencies shall be recognized as able to sue and 
be sued on behalf of the bank in the supreme courts of the presidencies. In our mofussil 
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courts no technical objections on the score of insufficient incorporation are ever likely to be 
taken; in them the gomastha or corresponding kothee of firms at Gwalior or Lahore, has long 
been recognized as entitled to exercise all the powers of the principal without question as to 
the terms of partnership, and sues and is sued either in his own or in his principal’s name, 
and so gives bills and holds securities. 

Thus to me it appears that separate incorporation is not essential for the purposes stated 
in view; those purposes may be carried on without it. There can be no reason, therefore, for 
this government to abandon, for the sake of this proposed bank, the wholesome conditions 
and principles which have been imposed as the rule for other institutions similarly desirous 
of obtaining corporate principles, which conditions have always hitherto been a local 
proprietary body, with local capital, and a local elective management, besides publicity to 
all accounts and proceedings. With a separate charter, in short, there must, in my view, be 
a separate institution, acting towards the parent bank as a corresponding firm, and 
dividing profits, ifso agreed, but not standing in a relation of dependency and subservience 
that an agent would do, and not liable to have its capital withdrawn by any means 
whatsoever.’ 


The Governor-General, Lord Auckland, agreed (in his minute dated 14 
April 1841) with Prinsep on the most essential points, except on the 
question of remittance operations: 


With Mr. Prinsep, I would insist, in return for any charter given by the government, of 
corporate privileges and restricted liabilities, that there should be a stipulation for a body of 
local shareholders in this country, with a fixed amount of irremovable capital, and the 
permission to employ only a stated portion of that capital in exchange transactions beyond 
the limits of the Indian territories; with this there should of course be rules for the publicity, 
of accounts, &c., .... But upon these conditions being satisfied, I do not see sufficient reason 
for the prohibition of remittance operations to Europe, either from India or from other 
places, such as China, within the limits of the East India Company’s Charter." 


The Government of India stuck to these conditions for granting a charter 
during the next decade, and no bank at all was chartered to operate within 
the limits of India until 1853. 

The East India Company’s refusal to grant a charter to a bank with the 
right to engage in exchange operations did not spring entirely from the 
altruistic motive of protecting the shareholders or creditors of such a bank. 
It was also keen to see that its enormous remittance operations were not 
endangered by private speculations. It sent up to one-third of its remittance 
of between £3 million and £4 million a year from India to England in the 
late 1830s and the 1840s by a combination of sale of bills in London to 
private parties, advances to parties in India on the hypothecation of goods 
in India, and bills in China drawn on London, and, much more rarely, in 
the form of bullion. 

Of these, the hypothecation of goods in India drew the greatest ire of 
private merchants and bankers in Britain? and those British firms which 
were involved heavily in the exchange business. They charged that the 
system of hypothecation of goods led to ‘overtrading’, ‘speculation’ and to 
the pushing up of the exchange rate between England and India."° 
However, these arguments would not sway Company officials or directors 
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such as J.C. Melvill and H. St. George Tucker, many of whom were 
intimately acquainted with business conditions in India.'! Tucker, for 
example, charged that in 1845 the Company’s bills had been bought at the 
low rate of Is. 9d. per rupee in the expectation that the proceeds could be 
remitted back from India at a higher rate of exchange. This method not 
only depressed the rate of exchange but also proved unreliable when the 
hope of a profit on the arbitrage operation was disappointed. 

Moreover, with East India houses in London falling like nine pins in 
1847, and in earlier crises, there was no guarantee that bills sent from 
India would be honoured in London. British Indian firms interested 
mainly in exporting goods to London tended to side with the Company in 
this matter, since in times of commercia! distress the government remained 
their only source of succour. Table 19.1 exhibits the advances made by the 
government to exporting firms in British India between 1829-30 and 
1846-47. These figures show, among other things, that in some years the 
funds raised by the Company’s government in India in this way accounted 
for between one-fourth and one-third of its total remittances from India. 

Given these compulsions of running a tribute-paying government and 
the pressures of local merchants, the Government of India, in spite of the 
ideological (and motivated) opposition of merchants in Britain, regularly 
advertised for the raising of funds in the three presidencies of India against 
the hypothecation of goods in its expert warehouses.'? In some cases it 
even waived the requirement that the goods be insured, on the condition 
that the exporter should pay the insurance charges defrayed by the 
government after the goods had been sold in Britain. The Government of 
India used this method of remittance at least until the beginning of 1850."* 


Table 19.1 
Advances by the Government of India to exporting firms, on hypothecation of goods, 
1829-47 (in £ sterling) 

Year Amount advanced Year Amount advanced 
1829-30) 188,245 1838-39 624,716 
1830-31 131,582 1839-40 1,193,104 
1831-32 122,551 1840-41 708,200 
1832-33 299,346 1841-42 893,261 
1833-34 258,925 1842-43 489,473 
1834-35 222,368 1843-44 258,410 
1835~36 1,099,016 184445 278,837 
1836~37 ] 032,573 1845-46 890,798 
1837-38 990,655 1846-47 980,547 


SOURCE Evidence of J.D. Dickinson, Deputy Secretary to the East India Company, in the Second 
Report from the Secret Committee on Commercial Distress with Minutes of Evidence, 18 July, 1848. (U.K. 
Parl. papers 1847-48, vol. VIT1, part 1). Un the table shillings and pence have been omitted. 
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The attitude of the British merchants at the time had the hallmark of 
free trade doctrines—the desire for the patronage of the Government of 
India for granting limited liability to banks, railway companies, etc. and 
subsidy for all private entrepreneurial activities in general coupled with 
the demand that the government give up any activity which might be 
profitable to private traders. The Company directors were, of course, 
aware of this inconsistency and were, therefore, often less than enthusiastic 
about the claims of private enterprise to be conducted at public risk— 
whether it was exchange banking or railway development. 


19.2 Up-country European banks and legislation reiating to banking companies 


In the wake of the fall of the agency houses of Calcutta there was almost 
an epidemic of joint-stock banks, founded and managed by Europeans 
living in Bengal and the North-Western Provinces. There were several 
predisposing causes. The highly paid civil and military officers of the 
burgeoning administrative and military establishments of the Company’s 
government in India wanted safe places in which to lodge their savings 
and earn an interest. On the other side, European planters and zamindars 
involved in the cultivation of ‘adigo and sugarcane in Bengal, Bihar and 
the North-Western Provinces wanted funds to carry on their operations. 
‘The passing away of the largest agency houses of Calcutta left a void which 
Carr Tagore & Co., Cockerell & Co., Gilmore & Co., and the Union Bank 
could not enurely fill. '* The new joint-stock companies (legally speaking, 
they were large partnerships, the liability of each partner extending to the 
whole of the debts of the banks) sought to fill this void. 

Apart from the high salartes of the civil servants and the more modest 
salaries of the military officers, the British officers garnered rich pickings 
from the various military campaigns against Sind and Punjab and from 
fishing in the turbid waters of the Kingdom of Oudh. Some idea of the 
profits that could be made, without much accountability in any quarter, 
from the commissariat business (that is, from supplying provisions to the 
British Indian army) is obtained from the case of Lala Joteepersaud 
(Jotiprasad), who was referred to in the Anglo-Indian press as a ‘great 
commissariat contractor in the North-Western Provinces’." 

Joteepersaud was charged, in 1850 at Agra, with having committed 
fraud on the government on a large scale. It was alleged that the price of 
‘thousands of visionary bullocks, who never ate straw or yielded beef’, had 
been charged to the government in every part of the country. He was 
allowed to leave Agra only after entering into a cognizance to appear at 
court when summoned. He went to Calcutta, however, to present his own 
case against the government. He filed a suit against the government at the 
Supreme Court of Calcutta for the recovery of £1,380,000 due to him, 
according to his account, for supplies furnished during the first Anglo- 
Afghan and the two Anglo-Sikh wars! While he was absent from home his 
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house was broken into by Gubbins, a Magistrate at Agra. Joteepersaud 
had powerful enough friends in the government to initiate an official 
enquiry into the outrage, though nothing much came out of it. The case 
against Joteepersaud at Agra fell through for lack of evidence. In the 
meanwhile, the government chose to enter into a compromise with the 
contractor rather than contest his claims. Under the Governor-General’s 
personal intervention he was paid Rs !4,22,000 in the beginning of 1852, 
pending the preparation of a full account of his dves."® 

We have referred, in Chapters 14 and 16, to the complaint lodged by 
Colvin Crawford & Co., Forbes Forbes & Co., Fletcher Alexander & Co. 
and Magniac Jardine & Co. against the operation of unchartered banks in 
India around 1845, and the resultant enquiries set on fcot by the Court of 
Directors. One of the most informative replies was received from the 
Government of the North-Western Provinces, where a majority of the 
up-country banks then operating had originated."’ 

According to this despatch the following joint-stock banks were in 
operation in the North-Western Provinces in the beginning of 1847: 


Name of the bank Headquarters 
1. The Agra and United Service Agra 
2. The Delhi Delhi 
3. The North-West Meerut 
4. The Simla and Umballa Simla 
5. The Cawnpore Cawnpore (Kanpur) 
6. The Benares Benares (Varanasi) 


The character of the ownership of the banks will be obvious from the 
break-up of the proprietors by community and occupation, given in Table 
19.2. : 

The aggregate paid-up capital of these six banks on | July 1846 was 
Rs 1,23,03,813 and on the same day their aggregate deposits amounted to 
Rs 55,92,860. The oldest of the six, the Agra and United Service, had been 
started as the Agra Bank in 1833. By 1847 it had become the largest bank 
in the region, with a capital of Rs 60 lakhs on | July 1846 and of Rs 70 
lakhs on | July 1847. The Benares Bank had a capital of only Rs 5 lakhs in 
1846 but the capital was increased to Rs 12.5 lakhs on | July 1847. The 
North-West (or North-Western) Bank had started out as a private bank in 
1840 at Mussoorie as the Mussorie Bank," but it was later organized as a 

joint-stock bank with articles of agreement between the shareholders. On 

1 July 1847 its paid-up capital was Rs 30 lakhs. The Agra Bank, whose 
success. had supplied the inspiration for starting the North-Western and 
the other four banks, also provided the model for the constitution and the 
business allowed by the articles of agreement of those banks. 
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Table 19.2 
Classification of the shareholders of the banks in the North-West Provinces, c. 1847 


Name of Europeans | 
the bank Civilians Military Mercan- Uncove- Natives Unelass- Total 
tile nanted ified 
1. Agra 38 388 34 40 26 70 596 
2. Meerut 
(North-West) 6 89 12 rt 6 1 136 
3. Delhi 22 70 2 23 10 8 135 
4. Simla 5 43 3 9 4 16 81 
5. Cawnpore 6 38 15 l 5 8 73 
6. Benares 3 26 2 l 3 4 4} 
Total 82 654 68 85 55 118 1062 


SOURCE Letter dated 22 March 1847 from J. Thornton, Secretary to the Government of the 
North-West Provinces, to J. A. Dorin, Secretary to the Government of India in the Financial 
Department, in Selections from the Records of the North-west Provinces: Mr. Thomason’s Despatches, vol. 


[I 
Note ‘Ladies are included in the class to which their nearest relatives belong’. 


The articles of agreement of the banks laid down that the business 
would 


consist in the purchase, sale, and negotiation of bills of exchange, in discounting bills and 
notes, in lending money on the security of individuals and of personal and real property; in 
granting cash credits; in purchase and sale of cuin, bullion and Government securities; in 
the receipt of cash at interest, in money agency; and any other branches of business 
commonly carried on by bankers.'® 


The Agra, the North-Western, the Delhi, and the Simla Banks imposed 
the restriction that the aggregate sums advanced on the mortgage of real 
property would be limited to one-fifth of the subscribed capital of the 
corresponding bank and that the property must be in the immediate 
neighbourhood of the headquarters of the bank or one of its branches. 
Their deeds also forbade the banks to engage in trade or to purchase any 
real estate or merchandise for the purpose of earning a profit. The 
Cawnpore and the Benares Banks dispensed with such restrictions al- 
together. The directors were 


generally servants of the Honourable Company, thefe being very few men out of the 
services in the Mofussil of sufficient weight to be thus chosen and trusted, while military 
men alone [were] qualified to speak to the responsibility and character of the majority of the 
borrowers and their securities. 


In that same despatch the Government of the North-West Provinces 
(NWP) disputed many of the facts adduced by Colvin Crawford & Co. 
and the other firms, as also the need for governmental regulation of 
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unchartered joint-stock banks. The complainant firms had alleged that 
there were too many unchartered banks and that the shares of the banks 
were bought only in the expectation of a ‘speculative rise in their value’ 
But C. Allen, the NWP Accountant, stated that while the number of banks 
and shares issued by them had increased enormously during the preceding 
two years and a half, the prices of bank shares had continued to rise. This 
showed, according to him, that the shares were held as investments, rather 
than for speculation. In his view there was still an insufficiency of finance 
and the banks had not as yet 


gone nearly far enough in promoting the development of the resources of the country by 
liberally assisting the merchants, planters and others by whose instrumentality this must 
be effected. 


According to him, the strong prejudices of the proprietors had ‘almost 
restricted the employment of their capital to loans to the services’. 

Allen contested the allegation of the complainant firms that public 
servants neglected their official duty while trying to manage the banks. - 
The chief executives of the banks were men of character who were liberally 
remunerated, and the directors spent only an hour or two advising them 
about the character of the applicants and the wisdom of granting loans in 
particular cases. 

Allen also challenged the view that the unchartered banks engaged in 
. exchange speculation. The banks were engaged in exchange business, but 
that was chiefly on account of remittance of funds to their several branches, 
especially London, 
to meet or rather to replace their demand for their customers, whose family remittances 
[were] made by the bank’s drafts, or by credits on the branch. Of course, the management 
of this business [required] information and attention and [was] a source of considerable 
advantage, as the banks [were] always ready and able to avail themselves of the most 


favourable time and terms for their counter remittances but this [would] scarcely be termed 
trading in exchange. 


None of the banks issued notes, so no special provision was necessary for a 
reserve of bullton, and therefore the complainant firms’ allegations and 
suggestions about over-issue of notes lacked substance. 

According to Allen, the banks in the NWP wished, without exception, 
for a legislative enactment enabling them to sue and to be sued in the 
names of their secretary or other officers in the civil courts; more specifically, 
an Act on the same lines as that passed for the Union Bank of Calcutta in 
1846 was desired. The Union Bank’s Act did not include all the restrictions 
specified in Sir Robert Peel’s Act for joint-stock banks in England (passed 
in 1844). Almost the only restriction contained in the Union Bank Act was 
that the names of the directors, secretary, treasurer and manager should 
be registered. Peel’s Act required that the deeds of copartnership should 
also be registered, accounts audited and balance sheets made and produced 
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to the shareholders yearly, with permission for them to examine the books; 
further, the balance sheets and auditor’s reports were to be registered, and 
in the register of shareholders the number of shares held by each one were 
to be entered on registration, and all instalments of subscription to be paid 


up. 

According to Allen the appointing of paid auditors would be difficult in 
the NWP where there were so few residents out of the Company’s service 
competent to assume the office. With this exception the banks, Allen 
believed, would not object to the restrictions imposed by Peel’s Act, 
although the provisions about the declaration of the number of shares held 
by each shareholder and the transfer of fully paid-up shares without the 
explicit permission of the board of directors might pose a problem. 

Thornton, Secretary to the NWP Government, endorsed the memo- 
randum drawn up by Allen. He was even more emphatic in rejecting the 
arguments and pleas put forward by the complainant firms: 


The Lieutenant Governor is not of opinion that any legislative enactment regarding 
these banks is urgently required. 

If legislation is considered necessary it should render obligatory the publication of those 
accounts which are now published voluntarily, and might advantageously contain a 
provision empowering the companies to sue and be sued, through their secretaries, but 
without weakening the joint responsibility of the shareholders. ‘ 

The banks as yet exercise litule effect on the trade or agriculture of the country; their 
effect so far as it extends, is beneficial. 

The moral effect on the members of the service is decidedly good. The banks promote 
habits of economy and enable many persons honourably to extricate themselves froin 
pecuniary embarrassments. They take all classes, both lenders and borrowers, out of the 
hands of natives, who are apt to abuse the influence thus acquired, and bring them under 
the ey< of their fellow servants, whose judgernents they respect. Ifa person, by imprudence 
has involved himself in pecuniary difficulties, notoriously the first step in amendment is for 
his friends to examine the state of his affairs, and, on their security, to procure him a loan 
from one of the banks. His highest and most honourable feelings towards his friends are 
thus enlisted in the effort to pay off the debt. 

It is also far preferable that civilians, and especially those of high standing and in 
responsible: situations, should have open deposit accounts with the banks, than with 
natives. It is dangerous and inconvenient to keep much cash in the house, and it is better 
that the cash which is immediately required should be kept in a bank than with a native 
merchant, who is liable to give an air of undue importance to such a transaction. 

The high rate of dividend now paid by the banks is in great measure fictitious, and is not 
likely to be maintained. At the same time so long as the present system of publicity is 
continued, there is not likely to be any extensive loss, or much distress occasioned by 
diminution of profits. 


Thus, the self-interest of the overwhelmirigly European proprietory 
body of the banks, the concern for the welfare of the improvident officers in 
the Company’s service, and the imperial policy of maintaining a haughty 
distance between the Europeans and the ‘natives’—all dictated support 
for the unchartered joint-stock banks. The same factors also go a long way 
to explain why the agitation by four of the most powertul East India 
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houses of the time for the regulation of joint-stock banking proved 
ineffectual. 

In support of the above analysis it may be mentioned that the Anglo- 
Indian journals of the 1840s and 1850s were replete with accounts of court 
martials of (Furopean) military officers in the Company’s service for 
failing to meet their debt obligations to agency houses or—what was even 
worse from the point of view of esprit de corps—to Indian merchants and 
bankers, and then resorting to criminal methods to evade those obligations. 
Furthermore, the link between the ‘mofussil Banks’ and the army officers 
was so formalized that in every case of a bank granting a loan to an officer 
the latter automatically made an assignment on his pay, which was 
punctually deducted. The Military Court of Requests recognized such 
obligations, and in awarding retrenchments from the pay of officers 
considered the sum at their disposal to consist of the pay and allowances 
after the bank instalment had been deducted. According to one report, by 
1851 the army officers were indebted to the banks to the extent of | millicn 
pounds sterling. Naturally, an order of the Commander-in-Chief in that 
year abolishing the prior claim of the banks on the indebted officers’ pay 
produced consternation.”° 

Events, however, did not exactly follow the course desired by either the 
NWP Government or Colvin Crawtord & Co. and their associates. Many 
of the mofusstl banks proved too prone to fall prey to managerial inefficiency 
and dishonesty. The Benares Bank became a byword for directorial 
delinquency”! and failed in 1849. The North-Western Bank also succumbed 
to gross mismanagement and was put into liquidation in 1859.7? ‘The 
Cawnpore Bank was wound up tn 1851]. The other three banks survived 
beyond 1860, but with the exception of the Agra Bank they ceased to exist 
after 1866. 

These facts, however, are not conclusive evidence of the need for 
regulation on the lines suggested by the aggrieved agency houses. More 
cases of bank c ollapse probably occurred as a result of the financial crisis of 
1865-06 than of mismanagement by bank directors, which, in any case, 
the Gompanies Acts which came into existence in Britain and India in the 
{850s were not powerful enough to check. Furthermore, many of the banks 
failed as a result of dishonesty at the London end rather than in the [Indian 
branches. 

In Britain the government was moving towards a system of registration 
of companies including banking companies and the Indian authorities 
could be expected to follow suit,” particularly when the notorious cases of 
the Benares Bank and the Union Bank were still fresh in public memory. 
‘Che Act of 1844 which regulated joint-stock banks in England was extended 
to Scotland and Ireland in 1846. A distinction between banking and 
insurance and other types of joint-stock companies was maintained in the 
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British Acts of 1855 and 1856, which conferred the benefit of limited 
liability on registered joint-stock companies other than those in the fields 
of banking and insurance. In 1858 an Act (21 and 22 Vict. c. 91) was 
passed which conferred the privilege of limited liability on registered 
joint-stock banks except for banks of issue in the United Kingdom. 

The first Companies Act was passed in India in 1850. It only made 
registration of joint-stock companies optional, and !aid down certain 
conditions—primarily in the nature of disclosure of information and 
prohibition of certain types of sharp practices—but it did not confer the 
advantage of limited liability on shareholders of registered companies. In 
1857 anew Companies Act, explicitly patterned on the British Acts of 1855 
and 1856, was passec in India. This Act conferred the privilege of limited 
liability on, and purported to regulate the activities of, a registered company 
from the cradle to the grave. As in the British case, shareholders of 
joint-stock banks were still not allowed the privilege of limited liability. 
Again, following the British Act of 1858, the Government of India passe da 
law in 1860 (Act VII of 1860), allowing the shareholders of joint-stock 
banks to enjoy limited liability, provided they were properly registered. 

We shall see in the next two sections that while permitting joint-stock 
companies to be registered and allowing their shareholders to enjoy 
limited liability, the Government of India refused to assume any legislative 
or executive powers to regulate the foreign exchange business of joint-stock 
banks, whether registered in India or chartered or registered in the U.K. 
The only exception was made in the case of the three Presidency Banks 
which were forbidden to engage in foreign exchange banking. 


19.3 The Oriental and the Chartered Banks obtain charters 


Until the passing of Act VII of 1860 no banking company in India 
without a charter could claim limited liability for its shareholders. An 
unchartered company was regarded simply as a partnership concern with 
a numerous body of partners and the shareholders were exposed to various 
legal hazards. The Bank of Western India, founded in 1842 and re- 
constituted as the Oriental Bank in 1845, agitated for years for a charter, 
but without any success. In 1849 it arranged to take over the business of 
the Bank of Ceylon which had been granted a charter in 1840. The British 
Treasury apparently failed to consult the Court of Directors regarding the 
extension of the charter to the amalgamated entity and, as Compton 
Mackenzie remarks, ‘a Whitehall quibble was offered in excuse’, when the 
Court of Directors protested; in 185! the Oriental Bank Corporation (as 
the new entity was called) began life with a royal charter to operate 
‘anywhere east of the Cape of Good Hope’.* ‘The interesting point is that 
under the delegation of powers made to the East India Company it might 
still have been open to the Company and the Government of India to 
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impose conditions and restrictions on the Oriental Bank Corporation 
when it sought to operate in [ndia,** but it is not known whether an 
attempt was even made in this direction. 

The next breach in the wall of the Gompany’s opposition was made in 
1853 when the Chartered Bank of India, Australia and China and the 
Chartered Bank of Asia obtained their charters. This time the charter was 
obtained not through a subterfuge but through lobbying by an interested 
group led by James Wilson, who later became the first Finance Member in 
the Viceroy’s Council. The proposed incorporation of the Chartered Bank 
of India, Australia and China was announced in the Economist on 9 
October 1852. In the usual course the draft charters of both the proposed 
chartered banks were referred by the Board of Trade to the Treasury, 
which in turn consulted the Board of Control for India. The Board of 
Control referred the charters to the East India Company, whose 
recommendation was unfavourable. The Company regarded existing 
banking facilities in India as adequate and considered it inexpedient td 
confer limited liability on banks which proposed to engage in exchange 
business between the East and U.K. On the basis of this opinion (with 
which the Board of Control concurred) the Treasury, in December [852, 
advised the Board of Trade 


that those parts of the proposed charters which contemplated the establishment of branch 
banks within the domain of the East India Company could not be held practicable.”* 


However, the Law Officers of the British Government had already given 
their verdict that the Oriental Bank Corporation, by obtaining a charter to 
Operate in places east of the Cape of Good Hope, was also entitled to 
operate in India. Again, it is not known whether any attempt was made by 
the Company to assert its right to impose restrictions on the nature of the 
business to be conducted by the Oriental Bank Corporation. However 
that might be, the chairman of the proposed Chartered Bank of India, 
Australia and China pointed out that a situation had been created where 
the Oriental Bank Corporation would have a monopoly of exchange 
banking in territories east of the Cape of Good Hope. 

When a legal tangle about the need to refer the proposed charter to the 
colonial legislatures threatened the projected bank, James Wilson inter- 
vened personally. He became, in January 1853, Financial Secretary to the 
Treasury under the Aberdeen administration. Robert Lowe, another of 
the original directors of the proposed Chartered Bank of India, Australia 
and China, became Joint Secretary to the Board of Control for India in the 
same administration. Wilson simply pleaded in a personal letter to 
Gladstone that both he and Lowe had been deeply involved in the project, 
that they could not now ‘retreat with either honour or credit’ and that they 
considered the proposed bank to be of public utility. Compton Mackenzie 
considered this letter to be frank and logical. Frank it certainly was, but 
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there is nothing to suggest that Wilson’s letter contained any refutation of 
the cogent arguments set out earlier by Prinsep against allowing a bank 
controlled entirely from outside and free from any local direction or restric- 
tion to operate in India. 

The force majeure exerted by Wilson (and presumably Lowe) had its 
effect and his bank obtained a royal charter on 29 December 1853. The 
charter specifically made obligatory a reference to the Colonial Office 
before branches in Australia and New Zealand could be opened. The 
colonial legislatures of Australia and New Zealand did not allow the bank 
to open branches tn their territories. A clear case of discrimination against 
the Indian government was thus condoned by the British government. It 
is: important to emphasize that in spite of the decision to grant a charter to 
the Oriental Bank Corporation and the Chartered Bank of India, Australia 
and China the legal position about the competence of the Government of 
India to lay down conditions for operation within Indian territory remained 
intact. [t was also not affected by developments in the field of company 
law, particularly the law relating to banking companies, that occurred 
between the years 1844 and 1860 in the U.K. and, in their footsteps, in 
India. 

British legislation relating to joint-stock banking companies was reviewed 
and the legal position regarding the status of joint-stock banks registered 
in England and seeking to operate in the colonies, including India, was 
stated in a Treasury minute dated 31 October 1862 and the correspondence 
arising therefrom between the India Office and the Treasury.”’ The 
correspondence arose out of advertisements in the papers, by banks 
registered in Britain under the Joint Stock Companies Acts of 1857 and 
1858, purporting to transact every kind of banking business in India and 
the colonial dependencies of Great Britain beyond the limits of the United 
Kingdom. 

The ‘Treasury minute of 1862 argued that the intention of Parliament 
had been 


in the first instance to provide a different system of legislation for joint-stock banking 
companies in the United Kingdom from that applicable to other joint-stock companies, 
and that in passing the later legislation, Parliament had in view only joint-stock banking 
companies in England, Scotland and Ireland which formed the subject of the Acts of 1844 
and 1846. 

A more extended view of the operation of these Acts was, however, taken by the ‘Agra 
and United Services Bank (Limited)’ which, having obtained a charter under the Act of 
1844 reciting a Deed of Settlement which purported to recognize a power of carrying on the 
business of banking beyond the limits of the United Kingdom was afterwards registered 
under the Limited Liability Act. 


19.4 Governmental regulation of exchange banks 


The question was, could joint-stock banks incorporated in the United 
Kingdom, claim the rights conferred by the British Acts in territories 
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beyond Britain? In the case of a country outside the British empire the 
answer was, Clearly, ‘No’. Their activities in a foreign country would 
obviously be governed by the laws of that country. But it might be 
argued that in the case of a British possession the authority of the Crown 
and Parliament would still have force, even if the right of separate legislation 
had been conceded to those possessions. More specifically, it had been 


held that 


even after Parliament had conferred on the East India Company the power of granting 
charters of incorporation to the banking companies in India, the inherent right of the 
Crown to grant similar charters was not thereby restrained. A company incorporated 
therefore under the laws of this country [might] possess the rights of an incorporated body 
in British possessions although governed by, independent legislatures in a more extended 
sense from that which it could obtain in a country out of limits of Imperial legislation. 


To test the validity of this contention the Treasury minute reviewed the 
past dealings with the Canadian government on the issue: 


The Act 3 & 4 Vict. Cap. 35 for the Union of Upper and Lower Canada conters powers on 
the legislature there, which may be applied to the regulation of the trade of banking to an 
extent, at least, which may not be inconsistent with the prerogative of the Crown or the 
rights of the Imperial Parliament. In virtue of these powers the Parliament of Canada 
passed an Act some years ago for the regulation of the issue of promissory notes by which 
the privilege of issue was reserved under certain restrictions to the banks incorporated by 
royal charter or by local enactment. Since the passing of that enactment many Acts have 
been passed by the-Canadian Parliament for the incorporation of local banks, on the 
principle of the liability of the shareholders to half the amount of the subscribed capital, the 
concession of limited liability to this extent being accompanied by various restrictions for 
the security of the public, regarding the management of the banks and the nature and 
extent of the business to be carried on by them. — | 

The position of banks incorporated by Royal Charter in reference to Canadian legislation 
has on several occasions formed the subject of communication between the Home and 
Local Governments. On the occasion of an application from the North American Bank for a 
renewal of its charter, the term of which was about to expire it was represented by the 
Canadian Government that a general revision of the banking regulations of the colony was 
contemplated at the termination of the period to which the pnvileges of the local incorporated 
banks were restricted and in deference to a wish expressed to that effect, my Lords (in 
concurrence with the views of the Secretary of State for the Colonies) recommended that 
the term of the renewed charter granted by the Queen in Council to the North American 
Bank should be restricted to the same date. On two subsequent occasions, Her Majesty’s 
Government refused compliance with applications for the grant of charters to London 
companies for banking in Canada in consequence of a disinclination expressed by the 
Canadian Government to an interference with their independent control over the banks in 
the Colony. 

In these proceedings Her Majesty’s Government has been governed by the policy of 
allowing colonies possessing representative institutions free power of regulating their own 
concerns. 

This policy would be seriously prejudiced in the case of banks if the enactments above 
referred to, enable companies to obtain the privileges of a corporation for banking in 
colonies, without the sanction of the local governments and without conforming to the 
principles by which the colonial legislatures may have been governed in the establishment 
of their own banking institutions. 
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More specifically, the Lords of the Treasury referred to the London and 
Colonial Bank (Limited), which had been registered on 17 March 1862 
under the Companies Acts of 1857 and 1858 for the avowed purpose of 
transacting every kind of banking business in the colonies, including note 
issue, if a company decided on it. (In the meantime, on 2 November 1862 
the Companies Act 1862, Stat. 25 & 26 Vict. Cap. 89, had come into 
operation.) The Treasury Lords requested the opinion of the Attorney- 
and Solicitor-Generals on the following questions:”* 


1. Whether the effect of the Acts referred to (including the late Act of 25 & 26 Vict. C. 89) is 
to authorize the establishment of banks of the character of the London and Colonial Bank? 
2. If the statutes do not apply to such a bank whether any and what means are open for 
restraining the promoters? 

3. Whether the Canadian Parliament has the power of passing an enactment to prevent, 
regulate or restrict the operations of the Bank if established, or proposed in the Colony? 


‘Che agreed opinion of the Attorney-General and Solicitor-General was 
forthright. The Companies Acts passed by Parliament authorized the 
registered companies to be corporations with limited liability and enjoy 
privileges enjoyed by corporate bodies domiciled in England (and no 
more). The replies to the second and third questions were: 


2nd. Whether the Act applies or not, we think that, as to everything which such 
companies or their promoters, may propose or attempt to do, elsewhere than in the United 
Kingdom, they may be restrained in such manner as may be thought expedient by local 
legislation. 

3rd. Our answer to the question is in the affirmative:— the question being confined to 
the operations of the Bank in the Colony, and not extending to its corporate capacity or 
constitution, as defined by the Imperial statute. 


This legal opinion was passed on by the Treasury Lords to Sir Charles 
Wood, the Secretary of State for India, with the following concluding 
observation: 


As it appears to be within the power of the Legislatures of the Colonies and Possessions 
abroad to pass laws to prevent, regulate, or restrict the operations of banks of this 
description (viz., those registered in England under the Joint Stock Banking Companies 
and Limited Liability Acts), my Lords do not consider it necessary for this department to 
interfere in the matter. 


The historian can only record the resounding inactivity of the India 
Office and the Government of India in regulating the operations of exchange 
banks despite this clear legal opinion about their competence to legislate 
in the matter. 
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created, and foreign exchange remained mainly the business sphere of foreign banks. 
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. See, for example, the evidence of W.P. Paton, a Glasgow merchant, in the Second Report . 


from the Secret Committee on Commercial Distress with Minutes of Evidence, 18 July 1848 (U.K. 
Parliamentary Papers, 1847-48, vol. VIII), and ‘State of the exchanges with India’, 
Bankers’ Magazine, March 1842. 
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Gazette, | April 1842. The advance given varied between three-fourths and three-fifths 
of the value of the goods hypothecated. The amount to be raised by these methods was 
often mentioned along with the rate of exchange. Thus, on 10 January 1848 it was 
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at a rate of exchange of Is. 10%2d. per Company’s rupee. Allen’s Indian Mail, vol. VI, 6 
March 1848, p. 138. 
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Mutiny of 1857-58. See Cooke: Banking in India, p. 14. Cooke classed Joteepersaud in 
the group of ‘Zillah Bankers’. Joteepersaud was suitably rewarded for his help to the 
British cause. In 1858 alone, Joteepersaud was given title to 26 confiscated estates 
whose jumma amounted to Rs 40,054 and which were valued at Rs 126,700. Thus the 
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. Sir William Atherton (1860-64) was at the time Attorney-General and Roundell 


Palmer, later first Earl of Selborne (1812-95), was Solicitor-General in the British 
Government. 


Chapter 20 


Commodities, borrowers and rules 


20.1 The Bank of Bengal; negotiable securities, 1809-32 


The classes of admissible securities and the periods for which loans or 
discounts could be granted were quite strictly defined by the first charter 
of the Bank of Bengal. Section 25 of the charter specified that the business 
of the bank would be confined, 


as far as possible, to discounting bills of exchange and other negotiable private securities, 
and keeping cash accounts, and receiving deposits, and issuing and circulating cash notes. 


In section 26 it was stipulated that the bank directors must not discount 
any negotiable securities which had a longer period to run than three 
calendar months, nor must such loans be extended or renewed before or at 
the expiry of the three-month term. No individual or partnership could be 
granted a loan exceeding Rs | lakh. The security for such loans would be 
Company’s paper (i.e. public securities ‘duly issued by one of the 
Governments of the British territories in India’), bullion, treasure, plate, 
jewels, or goods ‘not of a perishable nature’. It was also stipulated in the 
initial charter that in case of an advance against goods the value of the 
loan could not be more than half the estimated value of such goods. It was 
specifically forbidden to lend money on the deposit of shares of the bank or 
on the mortgage of houses, land or other real property. In accordance with 
the usury laws then prevailing in England (and enacted by transference to 
India) the bank could not charge a higher interest than 12 per cent.' 
Throughout the period under consideration discounting of salary bills 
features as one of the steadiest items of business carried on by the hank. It 
is understandable that in the initial years of the bank, when the government 
often had difficulty in meeting its financial obligations, officers should 
have found it necessary to discount their salary bills. (Commercial 
Residents and others with variable dues from the government probably 
had to wait some time before getting their salaries, but such posts decreased 
greatly in number after 1813.) The continued prevalence of such bills in 
later years suggests that many officers in the mofussil found it convenient to 
receive their salaries in Calcutta and were prepared to pay a commission 
to agents who collected them on their behalf, and that many officers posted 
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in or near Calcutta found it necessary to regularly anticipate their 
incomes. 

The charter did not specify the classes of borrowers who would be 
eligible for loans. However, it empowered the directors and proprietors 
to formulate rules and bye-laws, and under those rules the bank discounted 
only internal bills with two good names. It is here that the discrimination 
between borrower and borrower operated. However, in general the major 
part of the bank advances consisted of loans on deposit of government 
securities. In theory, and probably also in fact, anybody who deposited 
Company’s securities could obtain a loan of an equivalent sum, after 
deducting the margin required by the bank, except when the business of 
the bank had to be suspended because of its cash-reserve falling short of 
one-third (up to 1822) or one-fourth (from August 1822) of its liabilities. 
We have seen in chapter 5 that an attempt made in the early 1820s to push 
through a policy of restricting credit within a charmed circle of leading 
mercantile houses in periods of stringency in the money market had been 
defeated. But it came out in course of a complaint by Blaney Darby & Co. 
against non-renewal of one of its bills around the same time, that advances 
and discounts of ‘good parties’ were pretty generally renewed, with some 
safeguards so as not to violate the letter of the law. 

Since the securities against which loans were granted were physically 
deposited with the bank, there were few legal risks attendant on sttch 
advances if the papers were properly drawn up, especially since the 
parties to the transaction were automatically subject to the jurisdiction of 
the Supreme Court of Calcutta. There were, however, other risks the bank 
had to reckon with. One was that of forgery: as we have seen, the bank lost 
Ks 3 lakhs through the Rajkissore Dutt forgeries. The other was the risk of 
unforeseen and wide fluctuations in the values of the securities, particularly 
Company's paper. The risk was compounded by the fact that there was no 
stock exchange in Calcutta in those days. On 11 October 1827 the Bank of 
Bengal directors adopted the following resolution: 


Resolved that, for the accommodation of the public, and in order to obviate the inconvenience 
now felt in the negotiation of public secruties, there be appropriated a room in the Bank for 
the purpose, to be open daily for one hour, viz., between 2 and 3 p.m., and that all persons 
desirous to purchase or sell such securities be invited to meet at the Bank where every 
convenience will be provided for the purpose.’ 


From the 1830s, as newer types of goods came to be pledged or 
hypothecated to the bank and as more and more of such goods were stored 
in warehouses not owned by the bank, the latter came to be much more 
concerned with the problems of valuation of and legal titles to such goods. 
(The bank made loans against opium and salt already, but in their case 
various receipts such as char chitties issued by the government served as 
legal documents establishing unequivocal titles to the goods.) 

Before 1833 the only innovation initiated by the bank in the way of 
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business seems to have been the introduction of post bills in 1827.° These 
bills had a much smaller currency than bank notes, mainly because the 
government refused to authorize their receipt in payment of public dues. 
They seem to have been used mainly by European businessmen for 
purposes of internal remittance. | 

For a brief period, between December 1830 and January 1833, the Bank 
of Bengal received Union Bank notes as cash (see chapter 8). Presumably, 
the balance between the two banks was settled by periodic inter-bank 
settlements. However, after 1833 this arrangement ceased, and the Union 
Bank was treated as any other ordinary customer. (For about a year 
between 1833 and 1834 the Union Bank kept a deposit of Rs | lakh for the 
privilege of having its notes, up to that limit, accepted by the Bank of 
Bengal. But that was hardly a favoured treatment.) 

As the controversy of 1834 over the receipt of Union Bank notes by the 
Bank of Bengal revealed, cheques were generally used by current account 
holders of the bank for settling their debts. However, in strict obedience to 
the clause of the charter forbidding the grant of unauthorized overdrafts, 
the bank would not honour the cheque unless the credit balance of the 
customer with the bank was enough to cover the cheque. 


20.2 Cash credits, real estates and hundis, and relations with other banks 


. Two major changes took place in the general credit policy of the Bank of 

Bengal in 1833—one involuntary and the other voluntary. On the collapse 
of Alexander & Co. in December 1832, Mackintosh & Co. in January 1833 
and Colvin & Co. in April 1833 the bank became saddled with a large 
stock of real estate, in the form of houses and indigo factories. ‘These 
properties came into the hands of the bank—rather of the assignees of the 
bankrupt firms—when first Alexander & Co., and then the three firms 
which had stood as joint security for its loans from the bank and the 
government, collapsed.* The bank had then to evolve a policy for working 
and selling off the properties as and when a suitable opportunity offered 
itself. 

The second major change was the addition of cash credit accounts to the 
bank’s array of credit instruments. ‘The cash credit system was evolved in 
Scotland as far back as 1728 by the Royal Bank of Scotland.® The virtues of 
the system were expounded by David Hume in 1752 in his essay ‘Of the 
Balance of Trade’, included in his Political Essays. (This essay is also a locus 
classicus for the pre-Keynesian theory of balance of payments adjustment.’) 
However, in England the system was apparently still a relative novelty at 
the time the House of Lords Committee of 1826 on Scotch and Irish 
Banking gave it wide publicity. The system was described in the article on 
banking in the ninth edition of the Encyclopaedia Britannica as follows: 


A cash-credit is a credit given to an individual by a banking company for a limited sum, 
seldom under £100 or £200, upon his own security, and that of two or three individuals 
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approved by the bank, who become sureties for its payment. The individual who has 
obtained such a credit is enabled to draw the whole sum, or any part of it, when he pleases, 
replacing it, or portions of it, according as he finds it convenient, interest being charged 
upon such part only as he draws out. ‘Ifa man borrows £5000 from a private hand, besides 
that it is not always to be found when required, he pays interest for it whether he be using it 
or not. His bank credit costs him nothing, except during the moment it is of service to him 
and this circumstance is of equal advantage as if he had borrowed money at a much lower 
rate of interest’ (Hume’s Essay on Balance of Trade). This, then, is plainly one of the most 
commodious forms in which advances can be made. Cash-credits are not, however, 
intended to be dead loans; and they are not granted except to persons in business, or to those 
who are frequently drawing out and paying in money.® 


In the minute books of the Bank of Bengal, accounts of credit on deposit 

are first mentioned in the statement of income from different sources 
relating to the six months ending on 31 December 1833. After that cash 
credits became a regular feature of the portfolio of assets held by the bank. 
It had been claimed by Hume and by the Lords’ Committee of 1826 on 
Scotch and Irish Banking that the system favoured (in Scotland) the 
undertaking of business by ‘small men’: 
From the facility which these cash-credits give to all the small transactions of the country, 
and from the opportunities which they afford to persons with little or no capital but their 
character to employ profitably the minutest products of their industry, it cannot be 
doubted that the most important advantages are derived to the whole community. The 
advantage to the banks that give these cash-credits arises from the call which they 
continually produce for the issue of their paper, and from the opportunity which they afford 
for the profitable employment of part of their deposits. The banks [in Scotland] are indeed 
so sensible that, in order to make this part of their business advantageous and secure, it is 
necessary that their cash-credits should (as they express it) be frequently operated upor, 
that they refuse to continue them unless this implied condition is fulfilled.’ 


With the Bank of Bengal, however, cash credit was hardly a system for 
helping the small man. The rules of business published by the bank in 
184] specified a minimum limit of Rs 500 for both cash credits and loans 
on deposit.’° By 1845 the minimum limit for opening a cash credit account 
at the bank had been raised to Rs 10,000."! 

Willy-nilly, the number of commodities against which the Bank of 
Bengal would make an advance increased significantly in the 1830s, 
although such advances were often called by some other name to evade the 
provisions of the charter. ‘Advances for indigo’, for example, enters 
explicitly only once in the balance sheet of the bank, viz. in the one relating 
to the half-year ending on 30 June 1834. After that date advances against 
indigo were entered either under the heading of private bills (we have seen 
in chapter 8 how over-indulgence in such concealments contributed to the 
fall of the Union Bank) or under advances to ‘purchasers of pledged and 
forfeit securities’. 

The notes to the Bank of Bengal balance for 31 December !1833 explained 
that ‘private bills discounted’ included (a) the payment to the Government 
Loan Committee, (6) the payment to the Union Bank, (c) the payment to 
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the assignees of Alexander & Co., (d) petty charges for indigo, and 
(e ) advances for indigo. In fact, of the Rs 42,20,553-5-8 shown under 
private bills discounted, Rs 31 05: ,492-11-7 were accounted for by these 
five items. Advances against indigo became necessary in order to dispose 
of the factories, and many of the purchasers could not have carried on 
without financial support from the bank since the agency houses, which 
had supplied the working capital to the planters, had collapsed. 

In June 1834 a customer of the bank wanted an advance against 
(imported) copper slabs. The bank wanted the slabs weighed betore 
granting the loan. The prospective borrower pleaded that the weighing of 
slabs would involve time and expense. In the meantime he wanted a loan 
on his own certification of the quantity of copper held as security, ‘The 
directors decided that the weight certified by the Custom House be 
accepted as the basis for the valuation. It was also resolved that in future 
goods to be advanced against should be lodged in a Custom House 
godown. The bank’s willingness to advance against copper was prompted 
by its excess liquidity at the time. H.T. Prinsep thought that the bank was 
out of rule, but it had Rs 20 lakhs of coin on hand, and no takers. 

In March 1837 the bank received an enquiry from Gilmore & Co. 
regarding cash credits on twist or cotton yarn. The directors resolved that 
the bank would not advance on goods to be placed permanently out of the 
jurisdiction of the Supreme Court. Furthermore, in the case of twist or 
cotton yarn lodged in Calcutta loans would be made only on the authority 
of the directors m1 each case and every loan application must be accompanied 
by a ceruficate from a professional builder guarantecing that the goods 
were lodged so as to be secure from fire and injury. 

[n April 1837 W.F. Fergusson, then a director, queried whether the 
bank would advance on the deposit of Mirzapore shellac and lac dye. The 
directors were divided on the issue, some wanting to advance more than 
two-thirds of a valuation on the low side, some wanting to advance ona 
more generous basis. On the same day an application was made by 
Boloram Bose for an advance against cotton lying at the godown of 
Brightman & Co. Again, the directors were divided—some wanting to 
know ‘who is Boloram Bose?’, some wondering how they could ascertain 
the ownership of the cotton, some keen to discourage such applications by 
a low valuation and a high margin, and some, on the contrary, wanting to 
encourage this class of business under conservative valuation and proper 
insurance or protection against fire hazards, etc. 

There was another application from Gilmore & Co. for cash credit 
against a great variety of imported piecegoods.'* The directors were again 
divided in their views. The majority view seemed to favour an advance of 
50 per cent on Custom House valuation. On 19 April 1837 the directors 
agreed to advance to Cossinauth Mitter to the extent of two-thirds of the 
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approved brokers’ valuation on deposit of Benares sugar and Patna 
saltpetre, on condition of satisfactory transfer of property. On 20 April 
1837 Boloram Bose again applied for credit on deposit of 336 bales of 
Banda cotton. Dorin wanted an assurance that the parties dealing with the 
bank were not men of straw but would be forthcoming in case of need. 
W.F. Fergusson was ready to make the advance if Brightman & Co. would 
give a guarantee against loss by fire as well as deliver to the bank’s order. 
William Prinsep wanted to refuse loans on cotton altogether, but he was 
also of the opinion that advances upon good deposits with a good name 
besides was better business than discounting. The directors ultimately 
declined to advance on the deposit of cotton. 

In March 1837 the bank decided, for the first time, to receive on behalf 
of its customers Company’s paper, its own shares, Union Bank shares and 
similar securities for safe custody and realization of interest. The additional 
establishment the secretary considered necessary to undertake the new 
business was as follows: 


Salary (Rs. per month) 


A superintendent 500 

A head native in the 

Khazanchee’s establishment 70 

Two writers @ Rs. 35 each 70 
640 


‘The secretary proposed the name of J.B. Plumb, then working in the office 
of the Revenue Accountant to the government for the post of superin- 
tencient."* 

The opening of the agency of the Bank of Bengal at Mirzapore in the last 
quarter of 1838 under the stewardship of Claud Hamilton necessitated the 
drawing up of rules for the guidance of agents. However, the business 
provided by the agency proved to be rather slender and the directors seem 
to have tried only to restrain the demands for cash made by Hamilton on 
the head office and to stop him from making injudicious advances. On 16 
April 1840, for example, the directors ordered that Rs 3 lakhs be sent to 
Hamilton by the next steamer, that Hamilton should be regulated in his 
advances on metals by the probable demand for funds for bills in Calcutta 
to which he should give a premium, that he shouid not advance on alum 
and that in advances on metals he should be guided by the bank’s rule of 
advancing for three months only. Again, with regard to Hamilton’s letter 
referring to applications for loans from planters in the vicinity of Mirzapore 
the directors, in September 1840, resolved that the agents of the said 
planters could always apply to the bank in Calcutta and there was, 
therefore, no reason to empower the Mirzapore agent to make such 
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advances. Dissatisfied with the repeated demands made by Hamilton for 
funds from the head office and with the poor use made of such tunds, the 
directors resolved to close the Mirzapore branch in February 1848. 

While expanding the base of commodities against which credit could be 
extended the Bank of Bengal came up with various legal. difficulties 
regarding the utle of the goods hypothecated in case of'a dispute. We shall 
give an account of such difficulties in the next section. 

By Act V of 1838 the Bengal Bonded Warehouse Association was 
chartered by the government.'* The warehouses maintained by this 
association and the Custom House godowns of the government were the 
places of custody of hypothecated goods that the bank preferred, both 
because of their relative safety against hazards of fire or theft and because 
of the undisputed legal title the instruments of c ustody afforded. By 
August 1840 the Bank of Bengal directors thought it necessary to 
systematize the rules of business of the bank.'* The rules are reproduc edas 
Annexure 20.1. These rules were continually revised through experience 
and on the legal advice given by such experts as J.P. Grant and 
C.R. Prinsep. A set of rules of business of the Bank of Bengal was published 
in the Bengal & Agra Directory and Annual Register tor 1845. Some of the more 
notable changes between the rules of 1840 and 1845 are indicated here. 
First, there was a general raising of the limits of credits given by the bank 
or payments made by the bank. Under the new rules cash credit accounts 
were not granted for a sum below Rs 10,000 (the limit fixed in 1840 was 
Rs 500). Under ‘accounts current’ a new rule laid down that no cheques 
for sums under Rs 50 would be paid, except in favour of barristers or 
except when the bank itself made a payment. Under the rules for cash 
credit accounts, while indigo was included as admissible security in 1845 
no explicit reterence was made to ‘indigo in private godowns’ or ‘indigo at 
the factory and In transit to Calcutta’. The latter types of security had been 
especially discouraged by the legal experts consulted by the bank. The 
rules for cash credit advances of 1845 explicitly included ‘woollens, cotton 
and other goods’ as admissible commodities. One half of the value of such 
goods would be advanced and the rate of interest charged would be 7 per 
cent, the same as on advances agaiust ‘mule twist and silk goods’ but 2 per 
cent higher than on advances against gold and silver coins, metals, indigo, 

tc, This indicates the importance imports of cotton piecegoods had come 
to occupy in the merchandise handled by the larger business houses of 
Calcutta. The 1845 regulations also included well-defined rules about 
loans of deposit, the most notable of which were the limit of Rs 3,000 and 
the explicit provisions for the renewal of the loans. Annexure 20.2 shows 
the rules regarding loans on deposit and the margins and rates of interest 
chargeable on cash credit advances in 1845 (these rates were liable to 
change over the year as the market fluctuated). 

In the early part of the 1850s. when demand for bank credit was slack, 
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the minimum amount of Joans to be granted by the bank to a single 
borrower was lowered from Rs 3,000 to Rs 1,000. 

To discourage occasional borrowers and speculators it was also laid 
down that when parties liquidated their loans before maturity the minimum 
period for which interest would be charged would be fifteen days for loans 
below Rs 5,000 and seven days for loans exceeding that amount. In 1854 
the minimum amount of cash credit accounts allowable was reduced from 
Rs 20,000 to Rs 5,000, thus affording to the public (and more importantly 
to the regular customers of the bank) the option of borrowing any sum 
from Rs 500 upwards for as small a period as a day—an opportunity which 
was often availed of. In April 1857 complaint made by a ‘merchant’ in the 
newspapers against the rules of the bank prompted the directors to review 
the rules, only to convince them to keep them as they were. 

On 6 March 1840 the Bank of Bengal wrote to the newly established 
Bank of Bombay proposing a formal connection between the two banks for 
mutual benefit. On 28 March the secretary of the Bombay Bank (Cargill) 
replied cordially and suggested that as the senior institution the Bank of 
Bengal should propose terms for mutual agency. Accordingly, the two 
banks entered into an agreement to serve as agents of each other in the two 
cities concerned, without any charge. This arrangement continued until 
the collapse of the Bank of Bombay, when a separate agency opened by the 
Bank of Bengal in Bombay became a bone of contention between the 
moribund Bank of Bombay and its successor, the New Bank of Bombay, 
and the Bank of Bengal. Similar agency work was later performed by the 
Bank of Madras for the other two banks and conversely. 

In January 1837, at the initiative of G.J. Gordon, then secretary of the 
Avra Bank, the Bank of Bengal entered into an agreement with the former 
for the circulation of the notes of the latter at Agra. Under the arrangement, 
the Bank of Bengal would issue its notes to the Agra Bank on the latter 
depositing a security of equal value in government paper with the Collector 
of the district, acting on behalf of the Bank of Bengal. In return the Agra 
Bank paid the Bank of Bengal a commission at the rate of 1/2 per cent per 
annum on the amount of the notes advanced. Each party was allowed the 
option of terminating the arrangement but not before the expiry of twelve 
months from the date of the arrangement. 

However, when in October 1840 F.R. Hampten, the Agra Bank’s agent 
at Calcutta, wanted a more favourable treatment than other customers of 
the Bank of Bengal for discounting a promissory note of his bank for 
Rs 1,00,000, the Bank of Bengal refused to oblige him. 

We have described in section 8.3 above how renewed negotiations in 
1840 for the receipt of Union Bank notes by the Bank of Bengal broke 
down. Thus, apart from the opening of mutual agencies between the three 
Presidency Banks, no inter-bank relationships of mutual accommodation 
developed in the 1840s. 
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In common with other Anglo-Indian financial institutions of British 
India, the Bank of Bengal also found it necessary to engage in the business 
of acceptance and discounting of Aundis. Since the business in hundis was 
conducted under rules which were not always in consonance with the 
procedures of the Bank of Bengal, this led to difficulties, and the bank had 
to lay down explicit regulations in this regard. For example, on 18 February 
1841 the secretary submitted a note from the khazanchee which, infer alia, 
sought explicit instructions as regards certain classes of hundis. It was 
resolved by the directors 


That hoondees without date and place, and bearing the acceptance of parties, producing no 
authority from their principals be rejected and that the parties in all cases give satisfactory 
evidence of being amenable to the jurisdiction of the Supreme Court. 

That hoondees made in Calcutta, but purporting to be made elsewhere be rejected. 


20.3 Legal protection of advances of the Bank of Bengal 


Throughout the period under consideration the Bank of Bengal directors 
insisted that any securities they advanced against should be within the 
jurisdiction of the Supreme Court. For example, when in March 1837 
Gilmore & Co. wanted to know whether the bank would make an advance 
against yarn stored at Gloster (meaning the Gloster cotton mill), the firm 
was informed that the bank could not make an advance on goods to he 
placed permanently out of the jurisdiction of the Supreme Court. 

However, in the case of one commodity—indigo—the bank could not 
follow a consistent rule. While indigo played a very important part in the 
business conducted by the major customers of the bank, the conditions 
under which it was produced and traded could hardly be controlled so as 
to meet the bank’s requirements. The. bank had lost a great deal on 
account of indigo and indigo-producing factories in the agency house crisis 
of 1830—34 and its aftermath. It became embroiled in the troubles of such 
planters as J. Freeman,'* and in the deliberately dilatory tactics adopted 
by the assignees of the insolvent estates. Nonetheless, it had to go on 
advancing against indigo in one form or another throughout the period 
under consideration, with variations from time to time in the stringency of 
the conditions demanded by it. 

On 5 August 1840 the bank directors sought the opinion of C. Prinsep 
on the security and legality of bank advances against goods consigned 
from London, housed in premises or detached godowns belonging to or 
hired by the consignees. In his opinion, given on 6 August 1840, Prinsep 
warned that even with a recent change in the law relating to factor and 
agent it would be necessary for the lender to look closely into the nature 
and extent of the lien of the consignee himself and take special care that the 
advance made be within the amount of that lien. 

Prinsep also cautioned the bank against keeping the pledged goods in 
the godowns of the borrower. 
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Actual and ostensible possession is the only safe course and in as much as a lien is lost by 
relinquishment of possession, the goods taken in pledge should be placed and continued in 
the charge and custody of the servants of the lender. If indeed goods be deposited in a 
detached godown hired for the special purpose and not known as the goods of the borrower 
or occupied by other gaods of his own, it may be sufficient openly to take possession of the 
godown and of the key and to place and keep a person in charge on the part of the lender but 
actual removal to a known godown of the lender and transfer into his name in the books of 
the Bonded Warehouse or of the third party in whose actual charge they happen to be at the 
time of working the pledge will in all cases be the preferable course. 


As to whether the handing over to the bank's sircar of a key of the 
godown in which the goods were placed would be any additional legal 
security, Prinsep replied: 

Mere delivery of the key is of very little weight if the goods remain apparently in the same 
hands as before. The object of the law is to prevent the borrower from retaining a show of 


property so as to give him a false credit with those he deals with, as ostensible possession in 
the same way as before is one of the principal motives of credit with the world at large. 


Not all directors felt happy about the revised rules of business of the 
bank (published on | September 1840; see Annexure 20.1). J.P. Grant 
expressed doubts about the legal security of lending against indigo at the 
factory: 

I do not see what lien the Bank can have on anything not delivered into its possession, nor 
how indigo at a factory where the Bank has no agent or servant to receive delivery can be 
considered to be in the Bank possession nor [how] the Bank can know whether any such 


indigo exists, or whether if it exists it has not been disposed of elsewhere, or may not be so 
disposed of before it is dispatched, or received in Calcutta. 


Grant pointed out that the bank charged one and a half per cent more for 
loans against indigo at the factory or in transit than on loans against indigo 
in private godowns, meaning indigo really deposited with the bank, and 
that the rate of interest on loans against indigo at the factory or in transit 
was one per cent higher than the rate of discount on private bills, which 
have behind them the personal security of two parties. The bank would 
thus seem to be admitting that loans against indigo at the factory were a 
worse risk than the other types of business mentioned. Grant suggested 
that if the personal security of the two parties, viz. the indigo planter and 
his Calcutta agent, was obtained and the indigo was simply promised as 
collateral security by the planter, the transaction would be consistent both 
with the charter and with banking principles. But then the advance would 
not be on the deposit of goods but really on personal security. 

In 1841 several problems cropped up with respect to the legality and 
security of advances against bills of lading and policies of insurance for 
goods on their passage to Calcutta. Advances had already been made 
against such security in case of metals. But there had been objections 
against extending such loans in case of goods liable to damage by sea 
water. It was pointed out that if the damage was extensive recovery would 
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be made from the insurers in full, and if partial the value of goods would 
always ‘command a sale in excess of the advance made. There was, 
however, the problem that in case of loss the date of payment would be at 
‘90 days’ notice’. After the advance was made some months would clapse 
before notice of loss could -be given, and, combined with the period of 
notice, the loan would be extended way beyond the three months permitted 
by the charter. In practice, the bank directors adopted a course of 
expediency, kept a margin of 25 to 50 per cent on the value of the goods, 
and extended the loans. They did this also in the case of twist deposited in 
the godowns of Gilmore & Co., on the ground that similar loans had been 
granted in the past. (It is interesting to note that practically all the firms 
whose lvan applications raised this.sort of problem—Gilmore & Co.., 
Cockerell & Go, and Fergusson Brothers & Co.—went bankrupt between 
1842 and 1847.) 

On 30 June 1842 the bank refused a loan on the steam ferry bridge.'7 On 
8 September 1842 the directors again took up the question of the legality - 
and security of advances made on indigo at the factory and in transit. The 
Bank of Bengal, they said, had formerly advanced money to agents for 
indigo factories in Calcutta but lately, regarding it as inexpedient, had 
discontinued the practice, (This means that the willingness of the bank to 
lend moncy on indigo in factories or in transit was rather shortlived.) The 
_directors now submitted the case for such advances to two legal experts, 
viz. G.R. Prinsep and N.B. Baillie. They wanted to know (a) whether an 
instrument of deposit as pledge against the loan given by the agent and a 
letter from the planter agreeing to abide by the agreement would protect 
the bank against rival claims of all other suitors; (6) whether any indigo 
consigned under such pledge to the secretary of the bank or pledgee could 
be stopped in transit under any order, writ or decree of the mofussil 
authorities or of the Supreme Court, so as to deprive the pledgee of his 
right or len on the indigo; (c) whether a clause or paragraph might be 
introduced into the letter also pledging the surplus procecds of the indigo 
after the satisfaction of the special pledge, to meet any other existing or 
future demands against the firm or agent who signed the letter; (d) 
whether such lien or security would be benefited by a servant of the bank 
or pledgee being deputed to receive a charge of the indigo and by his giving 
a receipt to the planter; and (e) whether such possession by the bank or 
pledgee whilst the indigo should still be in the factory or after removal give 
the pledgee an indisputable right or such a right as could not be disturbed 
by claims of other parties as above. 

Prinsep and Baillie differed sharply over these questions. Baillie judged 
the security of the bank to be fully protected under the arrangements 
mentioned. He was not sure whether the pledged indigo could be seized 
while on tratisit on the orders of a mofussil court, but he had no doubt that 
at least in the districts from which an appeal lay to the Sudder Dewany 
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Adawlut the indigo detained by the local judge would be released by an 
order of the superior court. To Baillie there seemed to be considerable 
advantage in placing the indigo in the hands ofa servant of the bank, in the 
eventuality ofa suit being brought against the agent as well as the planter. 
However, suits of this description, according to him, were not of frequent 
occurrence in the Company’s courts. Such a suit might easily injure the 
planter’s credit, 


Which might induce parties to commence suits against him who would have otherwise 
remained quiet and their next step would very likely be a eeertenon of the indigo under 
Reg. II of 1806, 5.5 which would put the Bank to some trouble and occasion delay. 


Prinsep was firm in his opinion that so long as the indigo remained in the 
ostensible possession of the planter or the agent the claim of the bank on 
the pledged indigo would remain insecure, and it could not be protected 
against sequestration by other creditors. On transit it could not be seized 
without proper authority, and, if the indigo was known to be the property 
of the bank or its agent, such seizure could not take place without fraudulent 
representation of a change of possession. Prinsep did not think that the 
bank could rely on the circumstances of possession being delivered to a 
servant of the bank when the ostensible possession remained vested in 
somebody else. He, however, saw no objection to the introduction into any, 
contract of pledge or deposit of words extending the security to al] ‘further 
or subsequent advances to be made in the credit of.it’. This would give a 
valid lien notwithstanding a subsequent bankruptcy or insolvency. 

On receiving these two legal opinions the directors decided to stick to the 
existing practice of not making advances except on Bonded Warehouse 
rece:pts. 

In February 1843 Carr ‘Tagore & Co. applied for an advance on a 
hutidred tons of sugar deposited in the Bonded Warehouse. The secretary, 
Bracken, admitted that the bank had in the past made advances on this 
article, but he wanted the directors to consider the case afresh in view of 
the doubtful safety of the article, and morc particularly in view ot the 
tightness of funds. The directors, however, pointed out that the bank's 
credit would suffer more by a refusal than in complying with the request to 
a reasonable extent. Most of them favoured the loan at half the value of the 
sugar, and suggested that sates of interest might be raised all round to 
ration funds. 

In June 1843 a controversy arose regarding the propriety of making 
advances on bills of lading and policies of insurance which were not made 
to the order of the bank. Brightman & Co. approached the bank for a loan 
with such documents. The loan was refused on the ground that the bill of 
lading in question would never give a legal title to the bank when endorsed, 
even though the transaction was a bona fide one. A week later there was 
an application from Cockerell & Co. with similar documents. The bills of 
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lading were deliverable to the shippers’ order, and especially endorsed to 
Cockerell & Co. of London and by them to Cockerell & Co. of Calcutta. 
A.J. de H Larpent, a director of the bank and a partner of Cockerell & Co., 
sent a note giving extracts from a letter of Sir George Larpent of Cockerell 
& Co. of London, by which it appeared that the consignees might make 
use of the documents. D.M. Gordon, then a director, strongly favoured the. 
application, saying that it was a transaction ‘that no Banker in London 
would hesitate about entering into for one moment’, and wanted the 
existing rule against such advances changed. A majority of the directors, 
however, refused the loan on the ground that there was a resolution against 
such loans and that a similar application of Brightman & Co. had just 
been turneddown. 

In January 1850 the question of advancing against goods lodged in 
godowns other than the Bonded Warehouse was reopened by the secretary. 
The bank received an application from Jardine requesting two loans on 
indigo in the hands of Bampton & Co., with an undertaking by those 
parties to hold the indigo to the order of the bank. The secretary observed 
that the existing rule of advancing only on goods placed in the Bonded 
Warehouse was adopted at a time the bank had narrowly escaped loss 
from a loose system then prevailing of advancing on indigo at the factories 
and in the godowns of the borrowers. But, he submitted, this system had 
been found to be injurious to the interests of the proprietors of the bank 
and should be discontinued or at least relaxed. 

The secretary further claimed that it was admitted on all hands and 
borne out by the small amount of loans on deposit of goods taken from the 
bank that there was a well-founded ‘prejudice, or more correctly, objection 
against the Bonded Warehouse’. However, the majority of the directors 
voted ayainst changing the rule; only J. Deflell and W.W. Kettlewell voted 
in favour of changing the rule, while D. Jardine and R. Walker abstained 
from voting. 

Thus the decade of the 1840s appears to have been characterized by 
Strict rules for loans on deposit of goods. It was presumably the slackness 
“of the money market in the beginning of the 1850s that prompted the 
_ secretary to reconsider the possibility of lending against goods which were 
not in the legal possession of the bank. 

By 1856 the practice of making advances upon assignments of indigo at 
the factornes in the mofussi/ had revived considerably. On 7 August 1856 
the directors agreed to discount bills drawn against assignments of indigo 
at the factories, without requiring the assignment to be stamped or reg- 
istered in the mofussi court. It was also decided that 


the total amount of this description of bills in consideration of the collateral security should 
not rank as a liability against the endorsers or makers so as to interfere with the 
accommodation to the extent that they would otherwise be entitled to under the Charter 
Act of the Bank. 
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(Here the directors seem to be willing to violate the spirit of the charter so 
as to conform to its letter.) It was also decided that if such bills were taken 
up by the discounter before maturity rebate was to be granted for the 
unexpired term. All applications for discounts of this nature were to be 
submitted to the board. 

The bank continued to be bothered by the question of the legal 
protection of such advances. In September 1857 the officiating secretary 
submitted a case to Advocate-General W. Ritchie for his opinion. In the 
presentation of the case it was stated that the bank was in the habit of 
making advances upon indigo at the factory. Upon such occasions a bill 
with two good names was given to the bank and an assignment of the 
indigo executed. A letter was also addressed by the agent or owner to the 
manager of the factory and one by the latter to the secretary of the bank, 
declaring that he held the indigo at the disposal of the bank. 

‘The bank wanted to know: 


ist. Whether the Directors under sections 27 and 28 or any other section of the charter have 
power to advance money on a bill or promissory note alone supported by the pledge of 
indigo at the factory when made or whether such indigo can be regarded as ‘goods in 
deposit with the Bank’, sufficient to justify the requirements of the charter. 

2nd. Whether, if the directors have such power, the assignment and letters abovementioned 
are sufficient to create a valid charge upon the indigo and whether such charge would be 
preferable to the claims ofa decree holder in a mofussil court or to the claims of parties wko 
may have made advances to the manager of the factory without notice of the assignment to 
the Bank. 

3rd. Whether any indigo consigned to the Bank under such assignment would be subject to 
seizure under any order or decree of a mofussil court so as to deprive the Bank of their nghts 
or lien on the indigo. 

4th Whether such lien or pledge would be effectual against all other creditors and entitle 
the bank to pnority notwithstanding that the indigo remains at the factory for a considerable 
time after the pledge and in the ostensible possession of the planter or his manager. 

5th. Are there any means by which such a lien can be created as will effectually secure the 
Bank and entitle them to priority over all other claimants? 

6th. Could a clause be introduced in the instruments creating the lien pledging the surplus 
proceeds of the indigo after satisfying what was due on the specific pledge to meet any other 
existing or future demands against the pledger? 

7th. Would the position of the Bank be rendered more secure by having 4 servant stationed 
at the factory to take and keep possession of the indigo or would the letter to the Secretary of 
the Bank constitute the manager or planter the agent of the Bank so that his possession 
might be deemed possession of the Bank? 


Ritchie considered the existing procedures of the bank to be within the 
powers conferred by the charter; indigo in a state of partial or complete 
manufacture could be considered to be a good of a non-perishable nature, 
so an advance could be made against it under section 28. In any case, the 
advance on the bill or note would be justified under section 27 provided 
the bank took upon the bill or note the names of two persons or firms 
unconnected with each other in partnership, and that the whole amount 
advanced to either of such firms or persons did not exceed Rs 3 lakhs. “The 
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advance would not be the less an advance on negotiable security of the 
firm or person, by reason of the Bank taking also the collateral security of 
indigo’. (This seems to question the legality of the directors’ resolution 
passed in August 1856.) 

It turned out that it was. of the utmost importance whether or not the 
manager was also the proprietor or connected in partnership with the 
owners of the indigo. If he was not a completely distinct person then an 
advance on the indigo in his custody would not be justified under section 
28 (although it would still be justified under section 27, with two distinct 
names on the bill or note). Without the separation of the manager from the 
owner the indigo might be sequestered by the assignecs in case of the 
insolvency of the firm. For, if at the time of insolvency the indigo was held 
to remain in the manager’s order and disposition, when the manager was 
not distinct from the owner, the indigo would pass to his assignee. Ritchie 
thought that disputes about legal possession could be avoided if the bank 
insisted upon the registration of all such engagements tor the delivery of 
the indigo. 

Ritchie approved of the insertion of the clause suggested under query 
number 6 in the bank’s case. His reply to query number 7 ran as follows: 


I think the possession of the manager or planter under the letter may be treated as thc 
possession of the Bank unless the case of order and disposition in the event of insolvency be 
an exception; my own opinion is that this would not be an exception even where no such 
registration has taken place, as long as the indigo remains at the factories only in the 
ordinary course of manufacture and despatch. However if no registration takes place, it 
would be certainly safer to station a servant or special agent of the Bank, at the factory in 
charge of the indigo on behalf of the Bank. So also where the manager or planter is not a 
distinct person from the owner of the indigo by whom the pledge is made, it will be, I think 
cssential to the safety of the deposits in case of insolvency, and even in some cases of process 
from the Mofussil Court, that a servant or special agent of the Bank should be in possession 
on account of the Bank. 


The bank had periodically framed rules regarding the valuation of 
various types of commodities—generally by approved brokers. At the 
meeting in which the directors considered Ritchie’s opinion a resolution 
was also passed to the effect that all indigo tendered for hypothecation 


be accompanied with a certificate of value and quality from a qualified broker to be 
determined by examination of the indigo in the chests—or from samples supplied by the 
manufacturers. 


20.4 Bank of Bengal’s problems of credtt policy in the 1850s 


In a sense, the most basic problem the Bank of Bengal management 
faced was that of keeping up an appearance of fairness in the treatment of 
all borrowers, when in reality the group of mercantile directors had settled 
into a well-recognized oligarchy. That it did not entirely succeed in doing 
so 1s shown by the shareholders’ revolt of 1856, and by the confrontation 
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between the government and the mercantile directors during the credit 
crisis of 1857 (see chapter 11). 

We have seen how, especially in the latter period, the bank directors 
allowed favoured borrowers to monopolize credit in a period of extreme 
credit stringency. Even after the drastic action adopted by the government 
to restrain the mercantile directors from openly and repeatedly violating 
the charter and norms of fairness the latter persisted in adopting policies 
which favoured a few firms. One of their devices for realizing this objective 
was the introduction of the so-called ‘discount loans’. In 1858 a committee 
was appointed to consider the lending policies of the bank. On the basis of 
the report of this committee the directors resolved on 5 August 1858 to 
introduce a new and additional loan accommodation to the public, 


by acceptance for discount promissory notes with one name only, protected by collateral 
security of Company’s paper, for any term within 90 days at one per cent lower interest 
than the rate charged for ordinary loans on Company’s paper. 


The official directors opposed the resolution but they were defeated by the 
votes of the mercantile members of the board. 

The real motive for introducing these ‘discount loans’ becomes apparent 
when we note that the innovation came in the wake ofa resolution adopted 
just a week before (on 27 July 1858), abolishing an earlier resolution of 13 
March 1851). By this earlier resolution all loans on Company’s paper had 
enjoyed the full benefit of reduced rates of interest when it was found 
necessary to lower the bank’s rates. However, even while abolishing this 
resolution of 1851 the directors stipulated that borrowers should enjoy 
the option of renewing their loans before maturity when rates of interest 
wer: reduced. 

While small and Indian private borrowers could be cut out in times of 
credit stringency, it was not so easy to deal cavalierly with the new crop of 
chartered and unchartered banks with branches or head offices in Calcutta. 
In February 1856 the manager of the Commercial Bank of India applied 
for a loan of Rs 2 lakhs on the security of 92 boxes of bar silver valued as per 
invoice at £26,193-9s.-7d. On 19 March there was a request by the same 
bank for a loan of Rs 2.5 lakhs on the security of 152 boxes of bar silver 
valued at £41,904-13s.-10d. Both were sanctioned on the usual terms. In 
March 1856 the North-Western Bank applied for a loan of Rs 2 lakhs upon 
the deposit of 31 cases and 15 kegs containing 2,78,500 Java guilders with 
an invoice value of Rs 2,39,510. That loan was also granted. Several other 
loans of a very similar kind were made in 1856. But the directors found 
such accommodation increasingly costly as the credit market became 
tighter. At the height of credit stringency, in August 1857, the Oriental 
Bank applied for a loan of Rs 8,12,455 and obtained it; the North-Western 
Bank also availed of a loan of Rs 1,00,600. The directors were bound to 
grant these loans in terms of their advertisement, and realized that their 
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only remedy would be to raise the rates to such an extent that it would not 
be worthwhile for other banks to take loans from the Bank of Bengal. 

The bank was presented with a tricky legal problem when the London 
and Eastern Banking Corporation unexpectedly failed, after lending 
virtually all its capital to Colonel Waugh, the chief director of the bank, on 
a mortgage of his landed properties.!* The announcement of the liquidation 
of the bank was made in London on 19 March 1857. On 21 April the Bank 
of Bengal refused to honour a cheque drawn by the London and Eastern in 
favour of Prankrishna Goswami. On 24 April the manager of the Calcutta 
office of the London and Eastern presented to the secretary of the Bank of 
Bengal a cheque purporting to be for the full amount of its credit balance 
with the Bank of Bengal. The manager, Mr. McKellar, threatened to go to 
law if the cheque was not honoured immediately. The secretary of the 
Bank of Bengal temporized with him and sought the advice of the bank's 
counsel, W. Ritchie. Even after receiving his advice the directors were 
divided in their opinion. For example, Lushington advised the payment of 
the cheque upon McKellar giving his assurance that he had received no 
notice of the London and Eastern having committed an act of bankruptcy. 
Bullen thought that the Bank of Bengal, by paying the cheque, would 
incur a twofold responsibility. The bank was already liable to all the pains 
and penalties threatened by McKellar for having refused his cheque on 2] 
April. His action for damages against the bank would still be good if the 
Bank of Bengal subsequently paid him the balance of his account. The 
bank would then, in addition, incur a possible liability to the general body 
of creditors of the London and Eastern through their representation in the 
Court of Chancery or of Bankruptcy. 

The bank ultimately paid McKellar’s cheque, and as penalty for its 
hesitation it received a bill from McKellar for Rs 790-11-0 on account of 
loss and expenses said to have been incurred by the London and Eastern 
as a resut of the Bank of Bengal having refused to honour its cheques. ‘The 
claim was referred to the bank’s solicitor. 

We have mentioned earlier (see chapters 7 and 10) that in 1854 the three 
Presidency Banks were authorized by an Act (XXI of 1854) to grant 
loans against the security of shares of guaranteed railway companies. This 
Act, however, did not resolve all the legal difficulties that stood in the way 
of accepting shares of guaranteed railway companies as valid securities by 
the three banks. On 29 August 1854 (just after the passing of Act XXI of 
1854) an enquiry was received from R.M. Stephenson, the managing 
director and agent of the East India Railway Company, as to what 
objection the Bank of Bengal had against making advances on deposit of 
guaranteed railway shares. Stephenson was informed that the bank was 
willing to advance money upon the deposit of railway shares by way of 
mortgage, only if legal power was given to it to sell and transfer un- 
conditionally, to any party and without notice to the railway company 
concerned, such shares as reverted to the bank by non-redemption and 
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other causes. It turned out that clause 80 of the Deed of Settlement of the 
Fast India Railway Company required that a notice be given to the office 
of the company and all transfers were to be referred to its London board to 
obtain their assent before such transfers could be considered legally 
complete. 

The first loan on railway shares was granted by the bank in May 1856, 
when David Cowie wanted a loan of Rs 55,000 on the deposit of 300 East 
India Railway Company shares worth Rs 218-2-10 each. The objection 
against such a loan had been partially removed by the publication of a 
notice on the issue and transfer of shares in India by the managing director 
and agent in Calcutta of the East India Railway Company, on 6 October 
1855. The directors agreed to grant a loan up to three-fourths of the 
paid-up value of the shares. 

We have seen that the bank adopted special precautions to legally 
protect its interests in respect of advances against goods and other securities 
(section 20.3 above). In 1854 secretary Plumb also tried to tighten the 
lending procedures in several respects, but not always with success. On 30 
November 1854 Plumb brought to the directors’ attention the fact that a 
resolution of the board dated 15 May 1845, requiring all goods deposited 
as security to be insured against fire except metals deposited in the Bonded 
Warehouse, had remained a dead letter. Plumb did not know a single 
instance in which the resolution had been complied with by the parties té 
whom advances had been made. He wanted to know whether the earlier 
resolution was still in force or was to be considered as having been 
abrogated from that day. But the directors refused to issue an order either 
way. 

Cn 10 August 1854 the secretary drew the attention of the directors to 
the inconvenience and loss of time that occurred in filling up the blank 
spaces in the forms of bonds for fixed loans then in use. He had prepared a 
new form of bonds for fixed loans with the help of Ritchie, the bank’s 
counsel (this is reproduced in Annexure 20.3). Some directors wanted to 
know why there was not also a new form for cash credits. The others 
replied (a) that there was no need for a separate form for cash credits and 
(6) that, in any case, the bank had very successfully discouraged cash 
credits in the recent past. (On checking the records we find that while the 
income of the bank from cash credits had amounted to Rs 1,13,155 as 
against Rs 4,04,309 from loans on deposit for the year ending on 30 June 
1850, the income from cash credits and loans on deposit amounted to 
Rs 70,573 and Rs 7,03,733 respectively for the year ending on 30 June 
1854.) 


90.5 Salt sales and advances 


In connection with an unusual demand for credit produced by the salt 
sales of the government George Dickson, the secretary, addressed the 
Government of India on 12 February 1860, under instructions of the 
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directors, suggesting modifications in the procedure so as to prevent a 
recurrence of the situation. This correspondence throws interesting light 
on the modus operandi of the government monopoly in salt. By section 12, 
clause 3, of the regulations promulgated by the Government of Bengal in 
October 1859 it was provided that each application for the purchase of salt 
should be accompanied with bank notes or post bills covering the price of 
the entire amount of salt proposed to be purchased and that any number of 
applications for buying salt could be made by the same person provided 
the terms of deposit were met. The outcome was that on 29 February 
1860, while the paid value of the total amount of salt was Rs 10,83,000 (of 
which Rs 3,77,048 only was to be paid at the time of tendering), the total 
number of tenders came to 2,771 and the required deposit made in bank 
notes and post bills was Rs 48,81,128. ‘Thus the deposit was Rs 37,98, 128 
more than the full value of salt to be sold. The increase in circulation of the 
notes and post bills of the bank between 24 and 29 February alone came to 
Rs 26,19,133. This necessitated the extraordinary measure of extending 
the note circulation beyond the limit of Rs 2 crores, as has beer: mentioned 
above. (In spite of this, money was being lent in the bazaar for short 
periods at 2 per cent per month.) 


It is thus apparent that the humane provision for cheapening one of the indispensable 
necessaries of life, ... is in a measure practically defeated. and that the salt trade is not 
unlikely to become a virtual monopoly in the hands of a few capitalists, who reap the entire 
profits to the manifest injury of the customer. 


The directors hoped that when the matter had been reconsidered by the 
Lieutenant Governor some arrangement might be made between the 
government and the bank, whereby the harmtul effects upon the bank’s 
circulation caused by those recurring demands for temporary purposes 
might be mitigated. 

In a despatch dated 7 June 1860 the Government of Bengal referred the 
matter to the Government of India. Setting out the chequered history of 
government salt sale procedures the Bengal Government also offered 
suggestions for eliminating or at least mitigating the evils referred to by the 
Bank of Bengal. Prior to 1836 salt manufactured by the government was 
sold by auction. In 1836 the Select Committce of the House of Commons 
appointed to enquire into the supply of salt for British India advised the 
government to abolish the system of sales of salt by public auction at 
variable prices and sell the salt instead at cost price plus a fixed duty to 
purchasers who would buy at least 100 maunds at a time. 

However, the system recommended (and actually in operation after 
1836) ran into difhculties. The government priced its salt on a cost plus 
duty basis, but these issue prices were not in conformity with the relative 
valuation ot the salts by the market. The favourite salts, the produce of the 
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Balasore, Hidgellee (Hijli) and Tumlook (Tamluk) agencies, were both 
the best in quality and the enea poe in price. 
Sull, 


before 1853, the demand for no particular description of salt was so greatly in excess of the 
supply as to give rise to any inconvenience in application. But about 1853, owing toa falling 
off in the importation of salt, or some other cause, the demand for some particular 
descriptions of salt began greatly to increase, and the Board, with a view to preventing 
confusion and scrambling among the applicants and at the same time of counteracting 
attempts made by wealthy traders to establish a kind of submonopoly by making applications 
for large quantities of salt, equalling or exceeding the total quantity in store, devised a 
system under which the applications accompanied by a Treasury receipt for the value of 
the salt applied for, were to be complied with, not in the order of their being given in, but as 
taken out at random by the Junior Secretary, in the presence of all the merchants from a 
box in which they were originally received, and the extent of each application was limited 
to maunds 10,000. As it would have been impossible to prevent benamee applications, there 
was no restriction to the number of applications that one man should be allowed to make 
provided that every such application was accompanied with its voucher for the payment of 
the value of the salt applied for. 


The Sub-treasurer, however, objected to this scheme, since the Treasury 
receipts tendered were greatly in excess of the value of the salt to be sold 
and great inconvenience resulted from having to refund the excess. 

The attempt t return to the system prevailing before 1853 proved 
unsuccessful, since every sale of the favourite varieties of salt caused 2 
tremendous uproar, which sometimes required the intervention of the 
police, whereas the less favoured varieties lay unsold. It was then decided 
to limit the applications to persons whom the board considered to be bona 
fide dealers. The lottery system was still maintained, but instead of 
requiring pre-payment upon each application made the board reserved to 
itself the right to demand a deposit of the value of the salt applied for in 
case the application turned out a prize, and of rejecting any such application 
without assigning any reason. 

This was the system in force between 1855 and 1859. But objections 
were raised against it on two grounds. The system of privileged traders 
was open to abuse. The board dismissed a native clerk for taking a bribe to 
get a person’s name upon the privileged list. The Lieutenant-Governor 
also believed that ‘it [could not] be right to force an element of gambling 
into one of the regular departments of honest commerce’. These were the 
reasons for turning to the scheme which elicited the protest of the Bank of 
Bengal (in effect, the bank had been saddled with the difficulties against 
which the Sub-treasurer had protested). 

Several alternative proposals were mooted from time to ume for arranging 
the salt sales. In 1853 it was proposed to equalize the prices of all varieties 
of salt, in order to increase the attractiveness of the less favouied and more 
extensive types of salt. But since the proportion of cheap (and favourite) 
varieties of salt to the expensive varieties was high, no practicable increase 
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in the prices of cheap salt was likely to eliminate entirely the bias in their 
favour, although it might redress the balance to some extent. With the 
same object in view, the board had been requested to ‘increase to the 
utmost the produce of the Agencies from which the favourite salts [were] 
derived’ and to allow increased prices to the molunghees of those agencies to 
better achieve that object. 

Another proposal was to allow the government salt to find its ‘fair value’ 
in the market by putting it up to auction, or by being priced by the board ‘a 
few days before each sale with reference to the prices prevailing in the 
market at the time’. (In effect, the government would then earn the 
monopoly rent that was now being pocketed by a privileged group of salt 
traders.) As far as the Lieutenant-Governor (Sir John Peter Grant) was 
concerned, the telling argument against this scheme was the despatch of 
the Secretary of State for India dated 19 January 1859, which distinctly 
laid down as ‘a principle which must be strictly adhered to’ that “the 
government should have no interest in the variation of the prices of salt but 
merely interfere to collect a fixed duty’. 

Finally, the Government of Bengal suggested several possible alter- 
natives, including the one that had already been enforced. By this scheme 
applicants for the salt to be sold were allotted the favourite varicties of salt 
on a rateable basis if there was not a sufficient quantity for all of them. 
Instead of treasury receipts they would deposit bank notes or bank post 
bills along with their applications. (It was alleged that at first there was a 
conspiracy to oppose the change by all the merchants holding back when 
salt was offered for sale. But this opposition gave way when the government 
announced that in the event of no tenders being made on the next lot of salt 
put up for auction it would be sold to all comers in the ordinary course.) 
This measure, however, led to the ‘dislocation of the money market 
complained of by the Bank of Bengal. 

In order to meet the bank’s objection the Lieutenant-Governor suggested 
that salt merchants be allowed to tender for quantities of the favourite salt 
put up for sale, with the additional condition that the merchants would not 
be allowed to take back any money they deposited. If there was not enough 
of the favourite salt for all then the deficiency would be made good, 
rateably, in such other salt as might be available for sale in the golas at the 
prices fixed for them. 

Grant expected this scheme to prevent the merchants from tendering for 
inordinate quantities. There was little chance of the value of the total 
tenders exceeding the supply of all varieties of salt together, for 


the quantity of salt, other than the favourite sorts, in store, had always borne a large 
proportion to the quantity of any favourite salt sold on any day. 


In the event of the demand exceeding the supply on any day 
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it would suffice to provide that the deficit should be made good rateably, from the next salt 
available, whatever that might be. 


Yet another alternative suggested by the Government of Bengal was 
that the existing rules might remain in force, but the Bank of Bengal might 
specify that it would not be obliged to supply bank notes or post bills for 
payment, except at the time of the actual sales of (and not tendering for) 
the salt, and the bank would not assume any such obligation except on 
deposit of securities as for an ordinary loan. 


Thus little or no money beyond what [was] requisite for the actual purchase would be made 

use of in the transaction. The Bank would know that it could not be called on for a greater 
amount of cash or notes than the value of the salt advertised, and the difference between 
that amount and the aggregate of all the tenders, would be backed up in the form of 
securities, and not in the form of Bank Notes, and post hills. 


Dickson promptly advised the Bank of Bengal directors to accept this 
last, ingenious, proposal of the government. (If the scheme did originate 
with the Lieutenant-Governor, it confirms his reputation as an able 
analyst of problems of administration.'?) The bank would open a current 
account in the depositor’s department in favour of a government officer 
specified for the purpose. To the credit of such an officer would be carried, 
by a separate entry, the amount of cash tendered for salt backed by 
appropriate securities. - 

In lieu of each deposit (of securities or cash) so made the bank would 
issue a special form of receipt bearing in conspicuous characters “Government 
salt tender’ on the accompanying form to be signed by the secretary and 
treasurer and countersigned by the bank’s accountant, or the superin- 
tendent of the depositors’ department. These receipts would then be 
received by the government as proper and valid deposits from the various 
applicants. 

After the tenders shall have been opened and the names of the successful applicants 
declared the Government would send to the Bank of Bengal a statement setting forth the 
names of the successful applicants (tenders) and the value of their several allounents. On 
receipt of such list, the Bank would prepare and send for the signature of the Government 
Officer, separate orders or cheques for the respective sums in deposit which on the rejection 
of their tenders, became payable to the unsuccessful competitors. The Bank would 
accordingly make repayment to those parties of their several deposits, immediately after 
receipt of the signed orders, from the Treasury or Government Officer ... . ‘There would 
then remain at the disposal of Government the amount deposited by the parties whose 


tenders may have been accepted, and the Bank would pay the amount to Government in 
notes or coin as might be demanded. 


Dickson suggested that for performing this service and defraying the 
cost the government fix a charge of one-eighth to one-tenth per cent, to be 
levied on each deposit at the time of the deposit. This amount would be 
payable by the merchants. The bank received the approval of this scheme 
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from the Government of Bengal (through the Government of India) on 5 
July 1860. 


20.6 Rules of business of the Banks of Bombay and Madras up to about 1860 

We have much less information on the procedures followed in making 
advances at the Banks of Bombay and Madras. However, we do have 
published rules of business of the Banks of Bombay and Madras dating 
back to the 1840s. We have also covered some aspects of lending by the 
Bank of Madras in chapters 16 and 17. It would appear that in form, at 
least, the procedures followed at the two younger Presidency Banks were 
very similar to those observed at the Bank of Bengal, and may have been 
modelled on the latter. 

The rules of business published in the Bombay Government Gazette, 8 
April 1841,?° for example, absolutely forbade the overdrawing of current 
accounts or cash credit accounts, as in the case of the Bank of Bengal, and 
laid down that post bills would be issued free of charge at three days’ sight. 
‘There was a less elaborate classification of goods accepted on deposit, the 
amount of advance allowed both on bullion and on other goods being 
three-quarters of their value. The lowest limits required for current accounts 
and cash credits or loans were only a little less stiff than in the case of the 
Bank of Bengal. The lowest limit for current-accounts was Rs 200 but for 
cash credits or loans Rs 500. The rules of the Bank of Bombay also laid 
down explicit procedures for the transfer of shares, for conferring powers of 
attorncy to empower a firm to receive dividends and transfer bank stock on 
behalf of the owner of the shares (the Bank of Bombay had a depositors’ 
department from the beginning). 

The first set of rules of business of the Bank of Madras published on | 
July 18437! was practically a copy of these rules of the Bank of Bombay. 
The minimum limit tor current accounts was again Rs 200, the lowest 
limit for cash credits or loans was again Rs 500, and again overdrawing of 
accounts was strictly forbidden. Two other rules of the bank in 1843 
indicate the diversification of business the Presidency Banks attempted to 
attain: 

The Bank sends out bills and hoondies for a-ceptance and payment in Madras, taking the 
notarial step, in case of non-acceptance or of non-payment. 

The Bank takes charge of Government securities, Bank or other stock certificates and 


realizes interest and dividends on such as are payable in Madras, free of charge for 
constituents. 


The rules of business of the Banks of Bombay and Madras in later years 
were generally far more explicit about the terms and conditions of cash 
credits and loans than the first sets of rules. For example, the rules of 
business of the Bank of Bombay for the years 1850 and 1856 laid down the 
following conditions (plus some others) for cash credit accounts and loans 
ori security of deposits.?? 
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1. No credit or loan on deposit of Government paper or goods granted for a less sum than 
500 rupees. 

2. No credit or loan granted for a longer period than three months. 

3. Credit and loans exceeding three lakhs of rupees are subjects of special agreement. 

4. Credits for any sum not exceeding three lakhs of rupees are granted on the following 
terms, viz., if at the expiration of three months it appears that the average daily debit 
balance is not equal to one half the credit granted, interest will be charged on one half the 
extent of the credit, but if the average daily debit balance is greater than one half the credit, 
then interest will be charged on the balance in the usual manner. 

3. No credit granted for sums exceeding fifty thousand rupees, except on the above terms. 
6. Credits for sums under fifty thousand rupees granted without any stipulation as to the 
average balance, are charged interest at | per cent per annum, above the current rate. 


The rules of business of the Bank of Madras for the year 1855 relating 
to cash credits and loans on security of deposit included the following 
conditions.” 


1. No cash credit granted for a less sum than 3,500 rupees. 

2. No loan granted for a less sum than 350 rupees and no payment received to account of a 
loan of less amount than 350. 

3. In instances of parties liquidating loans before they attain maturity, the minimum 
period of interest to be charged shall be 15 days on loans for 3,000 rupees and under, 10 
days on luans for sums exceeding 3,000 rupees. 

4. No credit on loan to be for more than three months. 

3. No loan on deposit of goods shall be granted for a less sum than 2000 rupees; nor will any 
sum less than that amount be received in part payment of a loan. a 


The explicit limits laid on normal loans by the Bank of Bombay are of 
interest in view of their violation in the days of the share mania of the 1860s 
and its disastrous consequences. [t is also interesting that the Bank of 
Madras, which was by far the smaller bank, in some ways made its loans 
more restrictive than the Bank of Bombay. Lack of competition from other 
joint-stock banks and the tght oligarchy formed by the leading agency 
houses of Madras seem to explain this paradox. 

While the rules of business were very similar, the actual securities 
against which loans were given differed greatly from one Presidency Bank 
to another. Jewellery and bullion seem to have been more important as 
securitics in Madras than in Bombay or Calcutta. The Bank of Bengal 
almost certainly had a much greater dependence on European plantation 
crops than the Bank of Bombay or Madras. All the three banks had 
problems with the imperfect liquidity of Company’s paper, but the problem 
was more severe in Bombay and Madras than in Calcutta. Bombay was 
far more dependent on foreign trade than Calcutta or Madras and, witha 
much faster expanding foreign trade, foreign exchange business appeared 
far more tempting there than in Calcutta and Madras. The Bank of 
Bombay tried much harder to get into the foreign exchange market than 
the other two banks, but the territory was forbidden to all the three banks 
with equal impartiality. Partly because of the initial history of the foundation 
of the Bank of Bombay in the teeth of opposition from the biggest capitalists 
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of that city and partly because of the fast expanding foreign trade base 
which fostered the growth of rival banks, oligarchic control seems to have 
posed less of a menace to the Bank of Bombay than to the Banks of Bengal 
and Madras, at least in the period before the cotton boom released by the 
outbreak of the American Civil War. 


NOTES 


1. In England the usury laws limited the maximum interest chargeable by a bank to 5 per 
cent until their amendment in 1833. The last remnants of the usury laws were removed 
from the statute book in 1854. The usury laws were abolished in India in the same year. 
See Clapham: The Bank of England, vol. 2, pp. 15, 224, and Cooke: Banking in India, p. 27. 

2. Symes Scutt: Bank of Bengal, p. 23. 

3. Post bills were promissory notes of the bank, the holder of which would be paid after a 
specified number of days (seven days’ sight or thirty days’ sight). According to Sinha: 
Early European Banking in India, p. 31, the difference between Bank of England post bills 
and the post bills issued in-India was that the latter were issued in sets of three instead 
of singly. In this respect they were apparently similar to muddati hundis. 

4. ‘There were many stories current about the strict adherence by the Bank of Bengal to 
the letter of its charter and its byelaws in small matters. For example, in 1850 the 
Bombay Telegraph and Courier related a story of a chequc tor Rs 18 drawn by one Colonel 
Gough and sent to the Bank of Bengal for payment. The postage of the letter, prepaid, 
cost 14 annas, and the cheque was returned to the drawer, accompanied by the 
information that the bank did not cash cheques for less than Rs 50. (The latter 
stipulation was contained in its bye-laws.) Lord William Bentinck was said to have 
once sent a cheguc to the Bank of Bengal, ‘which proved to be four annas beyond the 
sum at his credit’. The cheque was immediately rejected. Bentinck’ on being informed 
of the ciccumstance, applauded the proceeding, and remarked, ‘this was the bank to do 
business with, which would not violate its rules in the smallest particular tor the 
Governor-General himself. Allen’s Indian Mail, vol. VIII, 17 June 1850, p. 350. If this 
was really true, then it would appear that his lordship was prepared to swallow a came! 
(see chapter 6) but strained at a gnat. 

. See chapter 6, and Tripathi: Trade and Finance, pp. 194-96. 

. Gheckland: Scottish Banking, p. 63. 

. [brd., pp. 249-53; J.A. Schumpeter: History of Economic Analysis, pp. 365-67; Encyclopaedia 
Britannica, ninth edition, vol. IIT (Edinburgh, Adam and Charles Black, 1875), p. 334. 

8. Thi. 

9. Ibid. The extract is taken from the Report of the Lords’ Committee of 1826 referred to 
earlier. 

10. Bengal & Agra Annual Register 1841, ‘Rules of business observed at the Bank of Bengal’. 

11. Bengal & Agra Directory and Annual Register for 1845, ‘Rules and rates of business 

observed ai the Bank of Bengal’. 

12. For a detailed discussion on piecegoods, see chapter 7. 
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. According to the list given in Appendix E of Symes Scutt: Bank of Bengal, Plumb joined 


the bank in April 1838. 


. Rungta: Rise of Business Corporations in India, p. 37 n. 
. These rules were published on ! September 1840 and were the same as those in the 


Bengal & Agra Annual Register 1941. 


. Freeman bought a three-fourth interest in the Bhagalpur indigo concern from the Bank 


of Bengal at the close of 1833 for Rs | lakh and also half of the Toolsea concern from 

Cockerell & Co. and began building the Narainpore factory. In the beginning of 1837 

he owed Rs 73,000 to the bank and Rs 23,000 to others, and he had assets (mostly 

indigo factories) worth Rs 2,20,000. He begged for more time to pay off an overdue 

note of Rs 20,000. When the bank refused to oblige him he secured the money 
necessary to carry on his business, and to pay the debts due to the bank he raised the 
money by repledging his interests in the Bhagalpur concern to Carr Tagore & Co and 
depositing the title deeds of the concern with the latter firm instead of the Bank of 
Bengal. (The bank apparently continued to have the first charge on the Bhagalpur 
concern for the remainder of 1ts debts.) 

The Steam Ferry Bridge Company was one of the numerous enterprises which Carr 
Tagore & Co. promoted and managed. The idea was to build and operate a floating 
bridge to carry passengers and freight between Calcutta and Howrah across the 
Hooghly river. The company was launched on 7 July 1840. The Bengal & Agra Annual 
Register of 1841 listed D.C. Smyth, J. Cowie, W.F. Fergusson, Major Davidson, E. 
Sterling and J. Colquohoun, as partners and the ubiquitous William Prinsep as 
secretary of the Steam Ferry Bridge Company. Like most of the other enterprises 
launched by Carr Tagore & Co., the steam ferry bridge project also came to a sticky 
end (in 1842) because of a lack of adequate preparation by the promoters and 
mismanagement. See Kling: Partner in Empire, pp. 123, 137-43. 


. For an account of the brief but spectacular career of the London and Eastern Banking 


Corporation, which was born as an offshoot of the Simla and Umballa Bank in 1854, 
see Cooke: Banking in India, pp. 295-316. 


. Buckland: Bengal under the Lieutenant Governors, vol. I, chapter IT. 
. Anextract is given in Bombay University Library, Jamesetjee Jejeebhoy Papers, vol. 8. 
. Tamil Nadu Archives, Financial Department Consultations, July to December 1843, 


p. 576, ‘Rules of business observed at the Bank of Madras’. 


. The Bombay Almanac and Book of Direction for 1850 (printed and sold at the Bombay 


Gazette Press by and for John Cannon Proprietor), p. 227, and The Bombay Calendar and 
Almanac for 1856, p. 337. 


. The Madras Almanac and Compendium of Intelligence for 1855. 


Annexure 20.1 


Rules of business observed at the Bank of Bengal, September 1840 


In Accounts Current 


SUH wOn — 


Se Se 


. No account opened for a less sum than 500 rupees. 

. No money received or paid after 5 p.m. 

. No other Receipt is given than an authenticated entry in the Pass Books. 
. The Bank furnishes Blank cheques & Pass Bouks. 


The Bank makes no charge and allows no Interest. 
The Bank does not allow any account to be overdrawn. 
The Bank receives and pays no notes but those of its own issue. 


. The Bank sends out Bills and notes for acceptance and payment in Calcutta; taking the 


Notarial step, in case of non-acceptance or non-payment. 


. The Bank collects Drafts, cheques etc. payable in Calcutta. 
. The Bank requires that Bills, Notes (& c. not being demand at sight) intended for 


realization by the Bank be sent in, at least one day, before the due date. 


. The Bank takes charge of Government secunties, Bank of Bengal and Union Bank 


stock Certificates and realizes interest and Dividends on the same, free of charge, for 
constituents. 


In Cash Credtt Accounts on Security of Deposit 


. No credit opened for a less sum than 500 Rupees; and no sum under that amount will 


be received or paid, except when the Bank shall have to pay itself, or when the 
intention is to close an account. 


. No credit to be more than three months. 


No money will be paid or received after 4 p.m. and no application to close an account or 
release deposit, will be received after 3 p.m. 

No receipt will be given, other than an authenticated entry in the pass book. 

The Bank furnishes pass & cheque Bouks. 

No credit to be overdrawn. 

The Bank receives & pays no notes but those of its own issue. 

N.B. It is particularly requested that parties will refrain from making entries in their 
pass books; all such entries will be made by the Bank on the Books being sent in to be 


written up. 


Post Bills 
Granted upon written applications, payable at 3 days’ Sight 


Advances on Deposit in Cash Credit Accounts, or Loans not Exceeding 3 months 
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CURRENT 
Rate of Interest 
advance charged 
On deposit of Govt. 5 per cent 
Stock receipts 110 p.ct. 5 p.ct. 
On deposit 5% promissory notes 100 do do 
On deposit 4% promissory Sa. Rs 96 do do 
On deposit 4% promissory Co.’s Rs 90 do do 
On Accepted Govt. Bills 95 do do 
On Mint certificates 95 do do 
On Gold and Silver coins and Bullion 95 do do 
On Copper, Brass, Spelter, Lead, Iron, Yaths of approved 6 p.ct. 
Steel, Quicksilver etc. valuation by 
On Indigo in private godowns broker or others 6 p.ct. 
On Do. at the factory and in transit 
to Calcutta 7 p.ct. 
On Opium, per chest 400 Rs 5% p.ct. 
On Salt, fee Rs—per 5% pact. 
100 mds. 
On Saltpetre, sugar, lac dye, spices, 2/3rds of approved 
coffee, camphor, cotton & other goods valuation 62 p.ct. 
On Mule Twist, Raw silk, and silk 
piece goods Yaths do 642 p.ct. 


N.B. — A reduction of | per cent in the rate of interest allowed on goods deposited in the 
Bonded warehouse. 


Discounts 


On Government Acceptances, Salary Bills, & c. 4 p.ct. 
On private Bills & Notes, Account sales, policies of 

insurance, Inland & Foreign Bills of Exchange & c. 

at or within three months 6 do 


Hours of Business 

From 10 a.m. until 4 p.m. _ 
Loans on Deposit and Accounts of Credit on Security of Deposit; granted, and application 
to release deposits, and to close Accounts, received until ... 3 p.m. 
Receipts on Loans on Deposit taken until | | 3 ditto 
Receipts & payments, on Accounts of credit on security of depesit & 


Current Accounts 4 ditto 

Govt. & salary Bills discounted | . 4 ditto 

Private Bills and Notes for discount received until (received after | 

| p.m. for the following day) l ditto 
2 ditto 


Post Bills granted until . a 
Bank notes cashed & exchanged and post bills accepted & paid, ditto 4 ditto 


Source Bengal & Agra Annual Register, 1841. 
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Annexure 20.2 


Rules of business observed at the Bank of Bengal 1845, regarding 
loans on deposit and rates of advance 


LOANS ON DEPOSIT 


No loans on deposit of Company’s paper, or goods, granted for a less sum than 3000 
rupees, nor will any deposit be permitted to be released, unless it amount in value to 
Rs 3000 nor will any sum less than that amount be received in part payment ofa loan. 


. Government securities tendered as deposit for loans having transverse endorsements, 


will not be taken, nor those endorsed under witness by persons who object to appear in 
public. 


. All payments in liquidation of loans should be made either in Company’s rupees or 


Bank of Bengal notes. Applications to release deposits must be made before 2 p.m. 


. In instances of parties liquidating loans before they attain maturity, the minimum 


period for interest to be charged will be 15 days on loans for sums under Rs 5000, and 7 
days on loans for sums exceeding Rs 5000. 


. Loans permitted to be renewed, | per cent additional in the rate of interest will be: 


charged. 


Rates of advance in Cash Credit 


Accounts and Loans 
Rate of Interest 
advance charged 
On deposit of government 5 per cent 
stock receipts 105 per cent 5 per cent 
On deposit of government 5 per cent | 
promissory notes Sa Rs "100 » 5 5 oo 
On deposit of government 5 per cent 
promissory notes Sa Rs 100 os 5» 
On deposit of government 4 per cent 
promissory notes Sa Rs 95 »  » Som 4 
On deposit of government 4 per cent 
promissory notes Co.’s Sa Rs 90 » » 5 so» 
Accepted government bills 95 » » 5 oo 
Mint certificates 95 » » 5» 
Gold and silver coins and bullion 90 » » DS 9 
Gold and silver coins and bullion 
in transit 85» » 642» 1» 
Copper, brass, spelter, lead, iron, ¥aths of market 
steel, quick silver & Co. value 5» 
Indigo 44 ths of appro- 5 
ved valuation 
Opium per chest, 2/3rds market 
; value Sows 
Salt 300 Rs—per 5 oe 


100 mds. 
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Mule twist and silk goods 2/3rds of appro- Fos os 
ved valuation 

Woollens, cotton, and other goods ‘One half of Foss om 
approved 
valuation 


Source: Bengal G Agra Directory and Annual Register, 1845. 


Annexure 20.3 


Specimen of the new form for fixed loans of the Bank of Bengal 
(introduced in 1854) 


Fixed Loan Bond / Government Securities 


No. 
Bank of Bengal 
eee | 9 
Three months after date [ ............. promise to pay to the Bank of Bengal, at the said 
Bank the sum of Company’s Rupees (....... )———__ with interest at the rate 
of (....... } sianceeee: per cent per annum. .\s collateral Security I have deposited Government 
Promissory Notes to the amount of (......) ........0066 Rupees ......... velteea and in default of 


payment at the period abovementioned I authorize the said Bank absolutely to sell the 
said Company’s Paper, and to repay themselves from the proceeds, the said Principal 
and Interest, and also any other sum or sums of money with Interest accrued thereon 
that may be owing to, or claimable by the said Bank on any other transactions the said 
Bank rendering to me any surplus forthcoming from such sale, after such repayment as 
aforesaid, and I agreeing to make good to the said Bank whatever deficiency there may 
be. (But the Bank is to have an absolute option whether to sell or not, and as to the time 
and mode of sale) and if the Bank shall not sell the said Company’s Paper immediately 
upon the expiration of the said three months, I promise to pay and allow to the said 
Bank, Interest at the rate of Twelve per cent per annum on the said sum, from the 
expiration of that period until the said sum be fully paid and satisfied. 


WIUEMNESS .......ccccccsccscceecs 
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reaction to the proposal for a Gencral Bank of 
India, 274+-8 

relations with agency houses, 134-9 

restrictions on business. 492 

restrictions on portfolio choice, 98 

rivalry with Union Bank, 206-28, 267 

rules of business, 318-2] , 

salary and wage structure, 227-8, 262; compared 
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unclaimed notes, 105 

voting rights of agency houses, 268-9 


Bank of Bombav: 


agency business, 348-9 
ageregate advances, 327 
and Oriental Bank, 335, 337, 339 
and the Acts of 185-4 and 1855. 347 
bank notes, 31-9 
borrowings trom Bauk of Bengal. 337-8, 343 
branch in Calcutta, 325-6 
capital 308, 318, 326, 440 
commercial crisis of 1847-8, 322, 3-41 
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